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THE POSTAL REORGANIZATION ACT TWENTY-
FIVE YEARS LATER: TIME FOR CHANGE?

WEDNESDAY, NOVEMBER 15, 1995

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON THE POSTAL SERVICE,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
311, Cannon House Office Building, Hon. John M. McHugh (chair-
man of the subcommittee) presiding.

MPrl;asent: Representatives McHugh, Sanford, Ehrlich, Green, and
ee

Staff present: Dan Blair, staff director; Jane Hatcherson, Robert
Taub, Heea Vazirani-Fales, and Steve Williams, professional staff
members; Jennifer 'I‘raceg, clerk; Denise Wilson, minority profes-
sional staff member; and Jean Gosa, minority staff assistant.

glr. MCHUGH. Good morning. If we could call the hearing to
order.

We’re still waiting for some Members to arrive and are hopeful
that will soon occur. But given the pressing legislative schedule
and the fact that we have two of the more senior Members of the
‘House here to present testimony, I wanted to begin, so as to not
disrupt their schedule any more than is necessary. And later as we
get into the various panels, we’re hopeful that we can be joined by
other members of the subcommittee.

But let me begin by making what I hope will not be too long a
statement.

The purpose of today’s session and those to follow is to systemati-
cally review the Postal Reorganization Act to determine whether
and in what ways Congress should consider reforms. This sub-
committee has traveled a considerable distance since last Febru
when we first met to begin our review of postal operations. And,
over the course of the ensuing 9 months, we have systematically
reviewed virtually every aspect of postal operations during the con-
duct of our eight general oversight hearings.

We heard from nearly 40 witnesses who urged the subcommittee
to consider reforms ranging from limited internal managerial
changes to full-fledged privatization of a new corporate entity com-
petingawith the private sector in the delivery of mail.

It has been 25 years since Congress last comprehensively re-
formed the legislative infrastructure of the Postal Service. During
this interim, the environment in which the Service finds itself oper-
ating has changed dramatically. I doubt that any successful busi-
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ness entity could operate in a competitive climate under a cor-
porate structure unrevised in the last quarter century.

Since 1970, the Postal Service has seen its operations tested by
emerging communication technologies and the entry of private sec-
tor competitors in fields unprotected by the private express stat-
utes. The purpose of this hearing and those to follow is to deter-
mine whether current postal customers benefit under the present
statutory scheme or whether legislative changes should be consid-
ered in the light of the competitive business environment in which
the Postal Service operates.

In reviewing the current structure, I think it necessary to re-
member the environment which led toward the enactment of the
Postal Reorganization Act. The Postal Service replaced the former
Post Office Department, which was beset with operational defi-
ciencies, poor management and labor relations, increasing costs
and skyrocketing deficits. Congressional appropriations accounted
for approximately 20 percent of the Department’s operating budget.

Congress has actively engaged in the day-to-day operational ac-
tivities of the Department to the extent that individual postmasters
owed their appointments to their respective partisan political affili-
ation. Today, we find a Postal Service markedly different in crucial
ways from its predecessor. While operational costs and poor man-
agement relations still afflict postal operations, the Service finds it-
self on more stable financial grounds.

Despite uneven financial performances over the course of the last
25 years, the Service has not sought from Congress an operational
appropriation since 1982, and no longer is Congress involved in
day-to-day operations of the Service, since it established it as an
independent agency, charged with overseeing its own operational
activities. But despite these successes, future concerns regarding
the viability of the Postal Service remain.

These hearings will explore those concerns with an eye toward
reform initiatives which will respect the public service mandate of
the Postal Service, yet improve its operating efficiencies. These
mandates often find themselves in conflict and our inquiry will
probe these sensitive issues in exploring Government’s proper role
in the facilitation of universal mail service.

And with that, I would submit a more complete opening state-
ment for the record.

Without objection, hearing none, so ordered.

And as I mentioned, I would like to welcome for our first panel,
two of our distinguished colleagues, both of whom have taken a
very bold stance on the issue of postal reform and through their co-
sponsorship, their introduction of bill H.R. 210, have called for
some sweeping changes in the structure of the postal organization.
And I want to welcome both of them here this morning, the gen-
tleman from California, Mr. Dana Rohrabacher, and a gentleman
who even to a greater extent than Mr. Rohrabacher has been dedi-
cated to this issue and has long advanced this particular piece of
legislation, the gentleman from Illinois, Mr. Phil Crane.

[The prep: statement of Hon. John M. McHugh, the text of
H.R. 210, and the prepared statements of Hon. Cardiss Collins and
Hon. Gene Green follow:]



Statement of the Honorable John M. McHugh
Chairman
Subcommittee on the Postal Service
“The Postal Reorganization Act twenty five years later: Time for Reform?”
November 15, 1995

Good morning, The Subcommittee will come to order. 1 want to welcome
our witnesses here today as the Subcommittee begins its anticipated series of postal
reform and privatization hearings. The purpose of today’s hearing, and those to
follow, is to systematically review the Postal Reorganization Act to determine
whether, and in what ways, Congress should consider reforms.

Today, we are pleased to welcome before the Subcommittee Representatives
Phil Crane and Dana Rohrabacher; Don Kiefer, Chief of the Economics Division
and his colleagues at the Congressional Research Service; Anthony Frank, former
Postmaster General; Patti Birge Tyson, former Postal Rate Commissioner; and
Murray Comarow, former Senior Assistant Postmaster General and Executive
Director of the Kappel Commission, whose recommendations served as the basis
for the Postal Reorganization Act.

This Subcommittee has traveled a considerable distance since last February
when we first met to begin our review of postal operations. Over the course of the
last nine months, the Subcommittee systematically reviewed virtually every aspect
of postal operations during the conduct of eight general oversight hearings. We
heard from nearly 40 witnesses who urged the Subcommittee to consider reforms
ranging from limited internal managerial changes within the Postal Service to full-
fledged privatization of a new corporate eatity competing with the private sector in
the delivery of mail. While no unanimity was reached in support for any specific
approach for improving mail service and delivery, an overwhelming majority of
witnesses concurred that maintenance of universal service should serve as the
foundation on which any legislative reform approach should be based.

It has been twenty five years since Congress last comprehensively reformed
the legislative infrastructure of the Postal Service. During this interim, the
environment in which the Service finds itself operating has changed dramatically. I
doubt that any successful business entity could operate in a competitive climate
under a corporate structure unrevised in the last quarter century. Since 1970, the
Postal Service has seen its operations tested by emerging communication



technologies and the entry of private-sector competitors in fields unprotected by
the Private Express Statutes.

The purpose of this hearing, and those to follow, is to determine whether
current postal customers benefit under the current statutory scheme or whether
legislative changes should be considered in light of the competitive business
environment in which the Postal Service operates.

In reviewing the current structure, I think it necessary to remember the
environment which lead toward the enactment of the Postal Reorganization Act.
The Postal Service replaced the former Post Office Department which was beset
with operational deficiencies, poor management and labor relations, increasing
costs, and skyrocketing deficits. Congressional appropriations accounted for
approximately 25 percent of the Department’s operating budget. Congress was
actively engaged in the day-to-day operational activities of the Departmeant, to the
extent that individual postmasters owed their appointments to their respective
partisan political affiliation.

Today, we find a Postal Service markedly different in crucial ways from its
predecessor. While operational costs and poor labor-management relations still
afflict postal operations, the Postal Service finds itself on stable financial grounds.
Despite uneven financial performances over the course of the last twenty five years,
the Postal Service has not sought from Congress an operational appropriation since
1982. And no longer is Congress involved in day-to-day operations of the Postal
Service since it established it as an independent agency charged with overseeing its
own operational activities.

Despite these successes, future concerns regarding the viability of the Postal
Service remain. These hearings will explore these concerns with an eye toward
reform initiatives which will respect the public service mandate of the Postal
Service yet improve its operating efficiencies. These mandates often find
themselves in conflict. Yet our inquiry will probe these sensitive issues in
exploring government’s proper role in the facilitation of universal mail service.

At the onset of my chairmanship of this Subcommittee, I stated that we
would review reform proposals with the burden of proof falling on those
advancing the initiatives to show that such proposals would improve delivery and
service for postal customers. And, I emphasized the Subcommittee’s intentions to
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scrutinize in depth all phases of postal operations and services. While our inquiries
will undoubtedly lead into areas which have been ignored or rejected in the past -
and our probing of postal operations might prove unsettling to some - I repeat that
it is our duty to the people of this Nation to ensure that no legitimate question
goes upasked and that no valid argument goes unheard or unheeded. That was our
motto at the inception of the 104th Congress and it will be the guiding principle of
the Subcommittee as it embarks on its historic review of postal operations.

Once again, I would like to thank our witnesses for appearing here today for
the benefit of the Subcommittee. I particularly note the tenacity of Congressman
Crane in his longtime support of his legislation, H.R. 210. I also want to
compliment the Congressional Research Service on its comprehensive efforts in
preparing its report for the Subcommittee and I look forward to the CRS
representatives presenting their report.

Our panel of Congressional Research Representatives will include Don
Kiefer who serves as Chief of the Economics Division. Accompanying Mr. Kiefer
will be Mr. Bernard Gelb, specialist in Industry economics; Mr. Fred Kaiser,
specialist in American National government; Ms. Bernevia McCalip, analyst in
Business and Government Relations; Ms. Carolyn Merck, specialist in Social
Legislation; and Mr. Tom Nicola, legislative attorney.

Our final panel here today is made up of former postal appointees and
executives whose collective experience spans the quarter century of existence of the
Postal Reorganization Act. The Subcommittee welcomes former Postmaster
General Tony Frank, former Postal Rate Commissioner Patti Birge Tyson, and
former assistant Postmaster General and Kappel Commission Executive Director
Murray Comarow. I waat to particularly thank Ms. Tyson and Mr. Frank for
flying from Chicago and San Francisco, respectively, at their own expense, for the
benefit of the Subcommittee. These three witnesses have seen the Postal Service
operate from the “inside” and their testimony will prove valuable to the
Subcommittee in its efforts to develop reform initiatives. Thank you all for
appearing before us today and Ilook forward to your testimony.



104TH CONGRESS
=29 1, R. 210

To provide for the privatization of the United States Postal Service.

Ve

IN THE HOUSE OF REPRESENTATIVES

JANUARY ¢4, 1995

Mr. CRANE introduced the following bill; which was referred to the Committee
on Government Reform and Oversight

A BILL

To provide for the privatization of the United States Postal
Service.

Pt

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. TRANSFER TO A PRIVATE CORPORATION.

(a) IN GENERAL.—In accordance with the plan pre-
seribed under section 3, all right, title, and interest of the
United States in and to all property of the Postal Service
shall be transferred to a corporation if, within 1 year after
the date of the enactment of this Aect, such corporation

O 00 N A W A W

satisfies the requirements set forth in section 2.
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(b) SPECIFIC REQUIREMENT.—The plan prescribed
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under section 3 shall include such provisions as may be
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necessary to ensure that no payment shall be required in
consideration for any rights or assets of the Postal Service
which are transferred pursuant to this Act.
SEC. 2. REQUIREMENTS FOR THE CORPORATION.

(a) IN GENERAL.—A corporation shall be considered
to satisfy the requirements of this section if such corpora-
tion—

(1) is incorporated under the laws of a State;

(2) is not a department, agency, or establish-

~ ment of the United States;

(3) is incorporated by not more than 9 individ-
uals who are especially qualified to establish and op-
erate an effective mail system by virtue of their edu-
cation, training, or experience, and who are chosen
by the employees of the Postal Service in an election
which shall be held at such time and in such manner
as the President shall by regulation presecribe;

(4) includes among its purposes the delivery of
postal services in a manner consistent with seetion
101(b) of title 39, United States Code, at rates es-
tablished in a manner consistent with seetion 101(d)
of such title;

(5) issues securities in a manner consistent

with subsection (b); and

*HR 210 IH
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(6) satisfies such other requirements as the
President may by regulation prescribe in order to
carry out the purposes of this Act.
(b) SECURITIES.—Any securities issued by the corpo-

ration—

(1) shall, during the 1-year period beginning on
the date of the enactment of this Act, be issued—

-(A) only to employees of the Postal Serv- .
ice;

(B) under a system (as developed under
section 4) which provides th#t securities shall
be issued to individuals based on their years of
service and levels of compensation; and

(C) subject to such terms and conditions,
including terms and conditions relating to the
sale, transfer, or other disposition of such secu-
rities following their issuance by the corpora-
tion, as may be necessary to promote the reten-
tion of well-qualified personnel; and
(2) may, after the end of that period, be offered

for sale to members of the general public under such

terms and conditions as the corporation considers

appropriate.

(¢) RETIREMENT BENEFITS.—Retirement benefits
provided to employees of the corporation- must be com-
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parable to those which would have been afforded to those
individuals as employees of the Postal Service had this
Act not been enacted.
SEC. 3. TRANSFER PLAN; PRESIDENTIAL DETERMINATION;
RATE-SETTING AUTHORITY.

(a) TRANSFER PLAN.—Not later than the sixtieth
day after the date on which a corporation first satisfies
the requirements of section 2, as determined under sub-
section (b), the President shall, in conformance with the
requirements of section 1, and after consultation with the
commission under section 4, transmit to Congress—

1) a comprehensivé plan providing for the or-
derly transfer of all property subject to this Aet, in-
cluding a timetable under which such transfer is
completed not later than 180 days after the date on
which such corporation first satisfies such require-
ments; and

(2) such recommendations for legislation as the
President considers necessary in order to carry out
the plan deseribed in paragraph (1), including -
recommendations—

(A) for the abolishment of the Postal Serv-

ice;

+HR 210 IH
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(B) for the continuation of the private ex-
press statutes with respect to the corporation
during the first 5 years of its existence; and
(C) for the repeal or modification of appro-
priate Federal statutes.

(b) PRESIDENTIAL DETERMINATION.—The Presi-
dent shall, for purposes of this section, determine the date
on which a corporation first satisfies the requirements of
section 2.

(¢) RATE-SETTING AUTHORITY.—After consulting
with the Postal Rate Commission, the President shall de-
velop and include as part of the recommendations submit-
ted under subsection (a) proposals relating to the means
by which rates of postage would be established during the
5-year period referred to in subsection (2)(2)(B). Such
recommendations may include continuing any operations
of the Postal Rate Commission (whether on a modified
basis or otherwise) which may be appropriate.

SEC. 4. POSTAL PRIVATIZATION COMMISSION.

(a) ESTABLISHMENT.—In order to carry out the
funetions set forth in sections 2(b)(1)(B) and 3(a), there
is established a commission to be known as the ‘“Postal
Privatization Commission”.

(b) MEMBERSHIP.—The Commission shall consist of
12 members, to be selected by the President, of whom—
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(1) 3 shall be selected from among individuals
recommended jointly by the Speaker of the House of
Representatives and the President pro tempore of
the Senate;

(2) 3 shall be selected to represent the interests
of employees of the Postal Service;

(3) 3 shall be selected to represent the interests
of postal management; and

(4) 3 shall be selected from such other postal
experts as the President considers appropriate.

(¢) COMPENSATION.—

(1) IN GENERAL.—Except as provided in para-
graph (2), members of the Commission shall be paid
at the daily equivalent of a rate, not to exceed the
rate of basic pay payable for level IV of the Execu-
tive Schedule, for each day (including travel time)
during which they are engaged in the performance
of duties of the Commission.

(2) EXCEPTION.—Members of the Commission
who are full-time officers or employees of the United
States shall receive no additional pay by reason of
their service on the Commission.

(d) TERMINATION.—The Commission shall cease to

24 exist as of the date on which the work of the Commission
25 has been completed.
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7
1 SEC. 5. DEFINITIONS.
2 For purposes of this Act—
3 (1) the term “Postal Service” means the Unit
4 States Postal Service and the Postal Rate Commi
5 sion;
6 (2) the term ‘“property”’, when used with r
7 spect to the Postal Service, means all assets an
8 rights, and all liabilities and obligations, of the Pos
9 al Service; and
10 (3) the term “State” means each of the severs
11 States, the District of Columbia, and the Commor
12 wealth of Puerto Rico.

0
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Statement of the Honorable Cardiss Collins
Ranking Minority Member
Committee on Government Reform and Oversight

Hearing on Postal Reform
Subcommittee on the Postal Service
Wednesday, November 15, 1995

Mr. Chairman, today marks an historic occasion. For
the first time in 25 years, Congress will examine whether
and to what extent change is needed to bring the Postal
Service into the 21st Century. The momentum for Postal
reform debate begins with today's hearing to determine
whether the Postal Service and its customers benefit from
a statutory structure unchanged since 1970, the Postal
Reorganization Act.
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Since its enactment and in the current competitive
atmosphere, the Reorganization Act has been witness to
a host of changes, both good and bad. First and foremost,
the Postal Service has moved from being a recipient of
Federal funds to using no Federal tax dollars. The Postal
Service has undergone six major restructurings and seen
the cost of a postage stamp increase from 8 cents to the
current price of 32 cents. Of late, the Postal Service has
been faced with increased competition due to FAX service
and other electronic communicative means and
competition from other forms of mail delivery service such
as UPS, FEDEX and the like. These competitive changes
are occurring in the midst of pressure to maintain high
standards for delivery, utilize automated postal equipment
and improve labor management relations.
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To date, this Subcommittee has held eight oversight
hearings. We have carefully and thoughtfully examined
the structure and operations of the U.S. Postal Service.
We have become knowledgeable on the major issues
facing the Postal Service, postal employees and
consumers --issues, aptly categorized by Postmaster
General Marvin Runyon as “people, prices and products.”

It is now time to build upon that education process
and begin to look for ways in which we might truly improve
the Postal Service, place it on sounder financial footing
and enable it to become more efficient and competitive.
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We do this not in a vacuum and not as an aside; rather as
a deliberative body dedicated to preserving universal mail
service while exploring and pursuing ways which will allow
the Postal Service to better control its operations, improve
its financial position and meet competitive challenges.
Whether we undertake mild reform such as granting the
Postal Service greater rate making flexibility or focus on
more radical change like privatization remains to be seen.

And so, as we mark this historic occasion, | urge my
colleagues to utilize the same careful and thoughtful
examination of postal reform as we have of postal
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operations and issues. There are many areas in need of
reform. Accordingly we must craft a sound response for
change and refrain from knee-jerk, pot shot, ill-founded
solutions.

With that, | join my colleagues in welcoming our
witnesses and look forward to your testimony.

DW
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Congressman Gene Green
Opening Statement
Postal Hearing, November 15, 1995

I would like to thank and commend Chairman McHugh for having the insight to hold
these much needed hearings on the reorganization of the U.S. Postal Service. In this time
of massive reorganization throughout the federal government it is definitely timely to hold
discussions on how the postal service could better service its customers and look at ways in
which it might become competitive in the market in which it operates. As always I look
forward to hearing from the various witnesses who will testify this morning on how we can
make the postal service more responsive to the needs of its customers and more competitive

in this world of ever increasing technology. Again thank you Mr. Chairman.
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Mr. MCHUGH. Gentlemen, thank you for being here.
I turn the microphones and the attention of all of us toward you.
Please proceed in whichever way you deem appropriate.

STATEMENT OF HON. PHILIP M. CRANE, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. CRANE. Thank you, Mr. Chairman.

This is déja vu all over again, because the first time I pleaded
the case for this legislation was 1970, before the committee. And
this is my first return visit since then.

And I have a statement, a longer statement, I'd like to submit
for the record, with your permission.

Mr. McHUGH. Without objection, so ordered.

Mr. CRANE. Thank you.

I apgreciate this opportunity, Mr. Chairman, and congratulate
the subcommittee for looking into, and beyond, the current oper-
ations of the USPS. The neec% for such an examination is all too ap-
Barent. Times have changed since 1970 when Congress gassed the

ostal Reorganization Act of that year, creating the USPS.

The intervening years have witnessed a pair of technological rev-
olutions having profound implications for mail delivery, one in com-
puters and the other in telecommunications. As a recent MicroSoft
white-paper points out, computers can do in 30 seconds today what
it took them a gear to accomplish back then. Modems can transmit
their work product 1,000 times faster now than they could just 10
short years ago, and the traditional telephone line, which limits the
amount of data that can be transmitted electronically, has been su-
perseded by coaxial and fiberoptic cable.

Already these technological advances have had an impact on the
USPS. As the Postmaster General has observed in just the past

ear, e-mail volume has increased by 122 percent and nearly 8 mil-
ion new addresses have been added to the Internet. By 1998, at
least 38 million people are expected to be on line, 10 times more
than 5 years ago. All of this suggests that the day when most
Americans do much of their banking, shopping, travel planning,
and corresponding on the computer is not very far away.

At present, total USPS mail volume is still growing, having in-
creased 3.1 percent over the last year, to more than 177 billion
Eieces. But, with the rise in electronic communications, the USPS

as seen its financial and business mail deliveries drop substan-
tially, by 35 percent over the past 5 years in the case of the former,
and approximately 33 percent over the past 6 years in the case of
the latter.

In fact, the USPS has suffered losses of market share in four of
its six business categories, according to the Postmaster General,
who’s also on record as predicting that USPS delivery of financial
mail will drop by another 35 percent over the next 5 years.

What these figures suggest is this: As computer usage acceler-
ates, so too will the decline in business mail being delivered by the
USPS. Before long, that drop plus the loss of other First-Class mail
deliveries to electronic competition will more than offset an

owth in bulk mail business. At that point, postal revenues will
egin to shrink, triggering a vicious cycle of postal rate increases,
followed by further losses of business.
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Absent a change in its basic structure, the only other alter-
natives would be to increase taxpayer subsidies to the USPS or to
reduce the services it offers, either of which would be equally coun-
terproductive. True, there will be those who would rather not use
a computer or feel they cannot afford one, just like there were
when the car first came out. But just as laser printers cost no more
than dot matrix printers 5 years ago, so will computer systems be-
come increasingly sophisticated and affordable.

At the same time, today’s computer holdouts will be prompted to
reverse their stance by their children and grandchildren, each of
whom is being exposed to computers at school, in the library, at
friends’ homes and wherever video games are played. Sooner or
later most of these holdouts will do so after coming to the realiza-
tion that development of computer skills is a must for the young-
sters of today and tomorrow. That many have done so already is
evidenced by the rapid growth in precomputer toy sales of recent
years.

While I can understand why postal workers might not want to
concede the effect of the computer revolution on today’s USPS, for
us to deny it would be an exercise in self-delusion.

We can argue over how long it will be before computer-fax-
modem-TV-telephone-cable-copier combinations cost no more than
a fancy color TV did just a few years ago. But there’s no denying
that the day will come when such systems are found in almost
every American home. And when it does come, the USPS must be
able to compete with the new technologies, otherwise it will be rel-
egated to the very role its employees fear the most, handling an
iz.ver-'declining amount of rural, high-crime area, and junk mail de-
iveries.

Nor is the computer revolution the only reason today’s USPS
needs restructuring. Thanks to its First-Class mail monopoly and
to the regulatory regime governing its operations for the past quar-
ter century, the USPS is not in a position to offer new products and
services in a timely fashion. Nor is it able or inclined to keep all
its outlets open evenings and weekends like other retailers. Neither
is it as sensitive to the provision of customer service as it could be.

Currently, it takes months for the USPS to get permission to
make price, product or labor adjustments, whereas its private sec-
tor parcel delivery com(fetition can respond far more quickly to the
demands of the postal delivery marketplace.

The ability to make these adjustments when needed is essential
if the USPS is to counter that competition. Right now, it’s lacking
in that area, but the bill I've introduced, H.R. 210, would correct
that deficiency. To that end, H.R. 210 would replace the current
USPS with a totally private, employee-owned postal corl;mration
over the course of the 5-year period, after which the USPS’s First-
Class mail monopoly would end and the new outfit would be able
to compete with all customers as it saw fit—or all comers, rather,
as it saw fit. So that it can better raise operatin% capital more eas-
ily, cover existing USPS debt and fully meet the tpension obliga-
tions incurred by the USPS, H.R. 210 also provides for the cost-free
transfer of all USPS assets to this new private sector operation.

In addition to enabling postal workers to become owners of their
business, the bill specifies that their pension benefits shall be com-
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parable to those previously provided by the USPS. Many other as-
pects of this transfer are left to a Presidentially appointed Postal
Privatization Commission to determine. But the bottom line is this,
enactment of H.R. 210 would benefit postal workers and consumers
alike. Not only would the latter reap price and service benefits, but
postal workers would have an opportunity to add a share of com-
pany profits to their regular paychecks.

Were H.R. 210 to become law, the USPS would be the largest
Government-run mail service to become either a totally private
firm or a Government-owned, for-profit corporation. But it would
not be the first to move in one of those two directions.

In recent years, Holland and to a lesser extent Germany, have
taken steps toward postal (Frivatization, while Sweden, Canada,
Australia, and New Zealand have converted their postal services
into autonomous Government-owned, for-profit firms that operate
under varying degrees of regulation.

For instance, the Swedish Post, has given up its subsidy in its
First-Class mail monopoly in exchange for a greater degree of regu-
latory freedom that enabled it to get heavily into e-mail. Then,
there’s the case of Argentina where deregulation reportedly has en-
abled over 250 delivery firms to compete with the Government
mail, the result being lower postal cost, faster mail delivery and a
profit for what was once a deficit-plagued Government postal oper-
ation.

Granted, none of these Government-owned postal firms serve
anywhere near as many people as the USPS. But they have been
known to make money at times, to break the Government subsidy
habit on occasion, and to provide quality service quite frequently.
One thus may wonder whether such an approach would work bet-
ter in the United States than total privatization.

However, if the Government owns the business, it’s not likely to
treat comfpetitors as favorably or as fairly as its own enterprise, es-
pecially if it's counting upon the latter for revenues. Also, private
corporations, including employer-owned ones, such as United Air-
lines, are more in tune with the times and free enterprise spirit of
America.

All that being the case, I hope Congress will soon consider and
then adopt legislation such as H.R. 210 that will bring the prospect
of postal employee entrepreneurship to life. As we look to the fu-
ture, privatization of the Postal Service makes sense not just philo-
sophically but as a practical matter as well.

Thank you, Mr. Chairman,

[The prepared statement of Hon. Philip M. Crane follows:]



22

TESTIMONY OF PHILIP M. CRANE, M.C.

TO THE SUBCOMMITTEE ON POSTAL SERVICE
ON PRIVATIZATION OF THE U.S. POSTAL SERVICE
WASHINGTON D.C.

NOVEMBER 15, 1995

MR. CHAIRMAN, MEMBERS OF THE SUBCOMMITTEE, LADIES AND GENTLEMEN:

Thank you for giving me the opportunity to testify today on a
subject in which I have long been interested; the privatization
of the U.S. Postal Service (USPS). The subcommittee is to be
commended for its willingness to explore a concept that is
admittedly controversial but entirely relevant to the new era of
communications into which we are so rapidly entering.

Ever since Ben Franklin became the first Postmaster General in
1775, the USPS has been responsible for delivering first class
mail in the U.S., first as a department of the federal government
and then, for the last 25 years, as a quasi-governmental firm
which now has some 40,000 outlets nationwide. Over that time, it
has touched the life of almost every American, bringing good
news, bad news, more bills and what is commonly known as "junk"®
mail.

However, times are changing rapidly and in ways Congress could
not have imagined when it crafted the Postal Reorganization Act
of 1970 that created the current USPS. The past two decades have
witnessed a pair of technological revolutions having profound
implications for mail delivery, one in computers and the other in
telecommunications. As a recent Microsoft White Paper points
out, computers can 4o in 30 seconds today what it took them a
year to accomplish back then. Modems can transmit their work
product 1,000 times faster now than they could just ten short
years ago. And the traditional telephone line, which severely
limits the amount of data that can be transmitted electronically,
has been superseded by coaxial and/or fiber optic cable.

As these advances in computer and telecommunications technology
have taken place, so too have they merged to form what is known
as the information superhighway. As a result, people are now
able, and will be increasingly able, to exchange information in
ways that raise fundamental questions about the long term
viability of the USPS as we know it. According to some
estimates, not only will computing power increase 100 fold over
the next decade but bandwidth, which relates to the speed and
quantity of mail that can be electronically transmitted, will
increase 1,000 fold during that same period.

Unlike the telephone or the telegraph, neither of which bore ocut
earlier prophets of postal service doom, modemg, E-mail, FAX
machines, and various online services utilizing the Internet are
making it possible for people to quickly transmit high quality
hard copy without gracing a modern day post office. More so
every day, in fact. As Postmaster General Runyan has pointed
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out, in just the past year, E-mail volume has increased by 122%
(to just under five billion messages) and nearly eight million
new addresses have been added to the Internet. By 1998, if not
sooner, at least 38 million people are expected to be on line, a
ten fold increase in the short space of five years.

Nor do those figures tell the whole story. Because computer
technology is advancing so rapidly, banking by computer, shopping
by computer, making reservations by computer, taking courses
online, and video teleconferencing will be the rule rather than
the exception in the months and years to come. Even bulk
mailers, who are responsible for roughly 38% of the mail the USPS
handles today, will be able to deliver to you electronically once
most American families have availed themselves of computer
technology. All of which spells trouble for the USPS unless it
is in a position to respond. As a matter of fact, the warning
signals are flashing already.

According to the Postmaster General, total USPS mail volume is
still on the rise, having increased 3.1% over last year to a
level in excess of 177 billion pieces delivered. But, thanks to
the increased usage of E-mail, fax machines, modems and the like,
the USPS has seen both its financial and business mail volumes
drop substantially in recent years, 35% over the past five years
in the case of financial mail and approximately 33% over the past
six years in the case of business mail. Not only that, but the
USPS has suffered a loss of market share in four of its six
business categories according to the Postmaster General, who is
also on record as predicting that USPS delivery of financial maijl
will decline by another 35% over the next five years. Nor has
the USPS been able to compensate by increasing its market share
of overnight delivery mail. Despite lower than average rates,
the USPS reportedly has only 10% or so of that market.

What all those negative numbers suggest is this. As computer
usage accelerates, 8o too will the decline in business mail being
delivered by the USPS. Before long, that decline, plus the loss
of other first class mail deliveries to electronic competition,
will more than offset the increase in bulk mail deliveries. When
that time arrives, postal revenues will begin to shrink, at which
point the vicious cycle of postal rate increases followed by
further losses of business will begin in earnest. Absent a
change in its basic structure, the only other alternatives would
be to increase taxpayer subsidies to the USPS or to reduce the
services it offers, either of which would be equally
counterproductive.

Not everyone agrees with this pessimistic assessment, of course.
The computer revolution notwithstanding, critics claim there will
always be a need for "to-the-mailbox" postal service which, they
say, can only be provided by the USPS in rural and high crime
areas. But what those critics forget is that the computer is to
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20th century mail delivery what the automobile was to the 19th
century horse and buggy; a much quicker and more convenient means
of transport.

True, there will be some people who would rather not use a
computer or who may not be able to afford one right now, just
like there were with the car when it first came out. But just as
laser printers cost no more than dot matrix printers did five
years ago, so too will computer systems become increasingly
sophisticated and affordable. At the same time, today's computer
holdouts will be encouraged to rethink their position by their
children and grandchildren who are being introduced to computers
at school, at the library, at friends houses and wherever video
games are played. Sooner or later, most of those holdouts will
realize that the development of computer skills is a must for the
children of today and tomorrow. That many have already come to
that realization is evidenced by the rapid growth in pre-computer
toy sales in recent years.

While I can certainly understand why postal workers might not
want to concede the effect the computer revolution is likely to
have on the USPS as it is currently constituted, for us to do
likewise would be an exercise in self-delusion. We can argue
over how long it will be before computer-FAX-modem-TV-telephone-
cable-copier combinations cost no more than did a fancy color TV
of recent vintage, but there is no denying that the day will come
when such systems are found in almost every American home. And
when that day does come, the USPS must be able to compete with
these new technologies, otherwise it will be relegated to the
very role its employees fear the most: handling an ever declining
number of rural, high crime area and "junk" mail deliveries.

Nor is the telecomputer revolution the only reason today's USPS
is ill equipped to meet the marketing challenges of the 21st
Century. Having had a monopoly over first class mail delivery .
but not the ability to offer the latest communications products
or services, the USPS and/or its workers are not in tune with the
requirements of modern day retailing. To put it bluntly, they
are not able to offer new products and services in a timely
fashion, not in a position to serve the millions of Americans who
work from 7 a.m. to 7, 7:30 or even 10 p.m. five days a week and
from 8 till 5 on Saturdays, and not as sensitive to the concept
of customer service as they should be. Currently, it takes
months for the USPS to get permission to make price, product or
labor adjustments, whereas its private sector parcel delivery
competition can respond far more quickly to the demands of the
postal delivery marketplace.

Like it or not, the ability to make those adjustments in a timely
fashion is essential if the USPS is to counter what the
competition is doing (in fact, more and more retailers are
switching to round-the-clock hours in response to changes in
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working patterns), which prompts one to conclude that, for the
USPS to be successful in the future, it must be at liberty to
meet and beat that competition. Put simply, the USPS must be set
free of the institutional strictures that have fostered a
reverence for the good old days and ways at the expense of a
truly competitive free market approach and outlook.

Chief among those strictures has been the organizational
structure under which the USPS currently operates. So long as it
has a monopoly over first class mail delivery, receives federal
payments to cover the discounts it provides on the delivery of
other mail, has special borrowing privileges at the U.S. Treasury
and cannot change prices, products or services without a long,
drawn out regulatory hassle, the USPS will never have either the
ability or the inclination to make the kinds of market-driven
adjustments just mentioned., Only if the USPS becomes a truly
private corporation, preferably one owned by its own employees,
will the performance and profit incentives necessary to make
those adjustments come into play.

If enacted into law, H.R. 210, which T have sponsored, will bring
into being just such a corporation over a five year period, after
which the first class mail monopoly will end and the new
employee-owned corporation will be on its own to compete with all
comers as it sees fit. To make it easier for this new postal
firm to raise operating capital, assume a cumulative USPS debt
that exceeds $8 billion, and cover existing USPS pension
obligations, H.R. 210 also provides for the cost-free transfer of
all USPS assets (the value of which is nearing $50 billion) to
the new all-private corporation.

In addition, the measure not only allows postal workers to become
owners of their busineas, but it specifies that their pension
benefits shall be comparable to those previously provided by the
USPS. Many other aspects of this transfer to private, employee-
owned status are left to the President and a specially appointed
Pogtal Privatization Commission to determine, but the bottom line
is this: enactment of H.R., 210 would be a good deal for postal
workers and consumers alike. Not only would postal customers
reap the price and service benefits of free market competition,
but USPS workers would have a great opportunity not just to
preserve their jobs in the 21st century but to share the profits
as well.

That such would, in fact, occur is reinforced by what is
happening to postal delivery services in other nations. Holland
has already begun the process of privatizing its postal service
(by selling 30% of it to postal workers among others) and Germany
has taken the firgt small step in that direction. In addition,
Sweden, Canada, Australia, and New Zealand have all converted
their postal services into autonomous, government-owned firms
that operate under varying degrees of regulation with the aim of
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making a profit. The Sweden Post, for instance, surrendered its
subsidy and its first class letter monopoly in exchange for a
greater degree of regulatory freedom that has helped it get
heavily involved in electronic mail. And in Argentina,
deregulation has permitted over 250 postal delivery companies to
compete with the government mail, with the result reportedly
being a speedup of mail delivery, a reduction in postal costs and
a profit for what was previously a deficit-plagued government
postal operation.

Granted, none of these postal firms serve anywhere near as many
people as does the USPS, which carries approximately 40% of the
world's mail, but they have been known to make profits at times,
to break the government subsidy habit on occasion, and to provide
quality service quite frequently. Which is more than can be said
for the USPS on occasion, despite the fact that a vast majority
of its managers and employees are honest, hard working people who
try the best they can under the circumstances to do a good job.

Given the relative success some of these for-profit, government
postal corporations have enjoyed, one may wonder whether such an
approach would work better in the U.S. than total privatization.
That is a good question, to which there are two equally good
answers. The first is that when government owns the business, it
is not likely to view, or treat, competitors as favorably or
fairly as its own enterprise, especially if it is dependent on
the latter for revenues. And the second is that private
corporations, including employee owned ones, are more in tune
with the times and the free enterprise spirit of America. Just
ask the friendly skies folks at United Airlines or the employees
of Avis what they think of being able to run their own firms.
Or you might want read the article in the May, 1995 issue of the
which describes the purchase, by International
Brotherhood of Electrical Workers Local 111, of Mobile Tool
International by means of an Employee Stock Ownership Plan.

All that being the case, I hope Congress will soon consider, and
then adopt, legislation such as H.R. 210 that will bring the
prospect of postal employee entrepreneurship to life. As we look
ahead to the 21st Century, privatization of the Postal Service
makes sense, not just philosophically but as a practical matter
as well.
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Mr. MCHUGH. Thank the gentleman for his comments.

Before we proceed, I'd like to welcome and gratefully acknowl-
edge the presence of the gentlelady from Florida, Carrie Meek.

Mrs. Meek, any opening comments you'd like to make at this
time?

Mrs. MEEK. Not at this time, Mr. Chairman.

Mr. McHUGH. I thank the gentlelady.

The gentleman from California has the floor, Mr. Rohrabacher.

STATEMENT OF HON. DANA ROHRABACHER, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. ROHRABACHER. Mr. Chairman, thank you very much, I ap-
preciate the opportunity to testify here before your committee.

First, let me state that I am not here to bad-mouth postal em-
ployees. In general, I think most postal employees are good, hard-
working individuals, patriotic Americans. I am here to discuss the
Postal Service’s status as a protected Government enterprise which
adversely affects its ability to adapt to the needs of a changing and
increasingly competitive market.

The Postal Service’s ability to compete in our ever-changing
world is constrained by laws and regulations that dictate its orga-
nization and operation as a Government Agency. Unfortunately,
many of the criticisms we hear of the Post Office and postal em-
ployees, quite frankly, the individuals involved are getting a bum
raa;1>, because it’s the structure we're talking about, not the individ-
uals.

The Federal Government originally established the Postal Serv-
ice over 200 years ago as a means of keeping in contact with re-
mote areas of a still developing United States. At that time, there
was no communications network in place.

Today, it’s an entirely different story, as Mr. Crane has just sug-
gested; telephones, fax machines, cable, satellites, computers, tele-
vision, radio, are all methods used by people to instantaneously
communicate around the world.

In comparison, it takes an average of 2 or 3 days for the Postal
Service to deliver a First-Class letter. That’s not an attack on the
Postal Service, it’s just a difference in the times. And today, that
is not good enough and, in the future, is going to lead to repercus-
sions on the Postal Service and on the 750,000 people who work for
the Postal Service.

As the level of service provided by the Postal Service continues
to decline in comparison to the other alternatives, and postal rates
continue to rise, more and more consumers will be turning to alter-
native communication methods, and this will create a cycle, which
Mr. Crane spoke about.

Over the past 5 years, the Postal Service has lost 35 percent of
its First-Class business to business mail, and expects to lose an-
other 35 percent in the next 5 years. Furthermore, declining cost
of these new technologies will soon change the way that many
households conduct their own business transactions.

If this trend continues, and we certainly expect it to, the Postal
Service will be little more than a delivery agent for Third-Class
mail. And while there is certainly a need for this type of delivery
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in the United States, it is not necessary for the Federal Govern-
ment to be the only provider of such a service.

In an effort to improve efficiency and to keep up with techno-
logical change, the Postal Service has tried various solutions, from
new management to a complete reorganization, and most of these
reforms have been to no avail in terms of the long-run problem. To-
day’s fast-paced business environment demands that service pro-
viders adapt quickly or fall by the wayside, surpassed by more in-
novative competitors with better ideas. A Government-run Postal
Service will soon be rendered irrelevant by its inability to adapt in
a dynamic and swiftly changing marketplace.

Mr. Chairman, now is the time to act before the Postal Service
totally flounders, leaving hundreds of thousands of good Americans
unemployed, and leaving the U.S. Government with a crisis on its
hands. Mr. Crane’s bill, H.R. 210, provides an excellent framework
to keep the Postal Service competitive and postal workers employed
and able to meet the needs of the American public well into the fu-
ture. It does this by creating one of the largest employee-owned
corporations in the world.

Now, you heard me, and as Congressman Crane mentioned, we
want to give the Postal Service to its employees, who I think would
do a tremendous job of running the organization if freed from bu-
reaucratic constraints. As we have seen with companies owned by
their employees, such as United Airlines, Avis, Weirton Steel, em-
ployee owners approach their job with a far different attitude than
most working people. They feel personally responsible and thus are
loyal, hard-working and responsive to the needs of their company
and the consumer. This, in turn, creates a productive sense of
teamwork between management and Federal employee owners, for-
merly called labor.

1 d‘; not support the idea—let me underscore this—I do not sup-
port the idea of selling the Postal Service to the highest bidder.
And I understand why Postal Service employees would be con-
cerned about that.

As I said, H.R. 210 will turn the U.S. Postal Service into the
world’s largest employee-owned company by transferring the entire
corporation, lock, stock and mail truck, to its 750,000 employees.

The value of the stock provided to each employee will be based
on the years of service and levels of compensation and on average
would be worth tens of thousands of dollars. And that’s when the
company first starts out. If this company succeeds, which I have
every reason to believe it will succeed, that stock will be worth
hundreds of thousands of dollars.

The retirement of existing Postal Service employees will be guar-
anteed. The new employee-owned company will determine the re-
tirement provisions of new employees. The employee-owned Postal
Service will be run by individuals who are elected by the employees
and it will be given a 5-year grace period, as Congressman Crane
suggested, before the private express statutes are lifted and com-
petition is allowed.

Competition gives managers and workers the incentive to provide
customers with the services they want. Employees understand that
their jobs depend on customer satisfaction. Without competition,
employees have few incentives to provide the exceptional service
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that’s required in this competitive market, and the Postal Service
lacks those incentives to control the cost and maintain high quality
as it stands today, but will have those incentives under the system
we are proposing.

Postal unions fear H.R. 210. They believe it’s just going to be a
ploy to sell off the Postal Service to outside investors. Let me em-
phatically state, this is not true. During the first year as an em-
ployee-owned company, Postal Service stock will be issued only to
postal service employees. After this period, the bill allows for the
stock to be issued to the public only—and again let me stress this—
only if the employees decide to do so.

Let me repeat, if the employee-owned Postal Service does not
want to issue stock to the public, it does not have to, it is not re-
quired to. This should put an end to the claim that Mr. Crane and
I (lllave some sort of ulterior motive to sell the Post Office to out-
siders.

I personally identify with working people. I'm not a wealthy man,
I don’t even own stock. I have been an employee all my life, and
I think that employee ownership is an idea whose time is rapidly
coming to the United States of America, and the Postal Service can
be one of the best examples of how it can work.

Employee ownership will bring together higher-quality service at
competitive rates to this Nation’s postal customers. Freed from its
regulatory constraints, the Postal Service will be able to adapt to
the many technological changes taking place in the communica-
tions arena. Employee owners will be empowered, they will be em-
powered with the means to control their own future, and will bring
to play all the incentives and profit motives inherent in a competi-
tive free enterprise system.

With privatization, postal employees will find themselves profit-
ing directly from being more responsive to customers’ needs. Most
importantly, this bill will save postal employees’ jobs and improve
their lives by making them, as I say, part of the largest employee-
owned companies, if not the largest employee-owned corporation, in
the world.

In conclusion, I would like to tell the subcommittee members
that H.R. 210 should not be considered as the last and only word
on how to bring about fundamental reform that is necessary to
save the Postal Service. Mr. Crane and I are totally open to sugges-
tio;ls on the details of how to achieve the goal that this bill lays
out.

And I will just close by saying this: Now is the time for us to act
and to act boldly, when the Postal Service is not in the midst of .
a deep crisis. There are 750,000 people who work for the Post Of-
fice. If we wait for the crisis to happen, if we wait for the impact
of technology to put the Postal Service in a bad situation, it makes
it dramatically more difficult to have the reforms that are nec-
essary, I believe, to conduct the necessary reform of privatizing by
giving this over to the emfloyees.

Let’s give it to the employees now, while we can provide the em-
ployees a substantial chance to profit and to start out and to actu-
ally make this a success. If we wait until there’s a crisis, it’s going
to be much more difficult to do, and the livelihood and retirements



30

of all of these employees will be at stake. And the Federal Govern-
ment will be stuck with a much higher bill.

We could do this now at relatively small cost and it’s something
we should move forward with. It’s an idea whose time has come.

Thank you very much, Mr. Chairman.

[The prepared statement of Hon. Dana Rohrabacher follows:]
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Mr. Chairman, Members of the Subcommittee, thank you for
this opportunity to testify today. I commend your decision to
hold a hearing on the future of the United States Postal Service
and specifically, on the topic of privatization, which to my
knowledge has never been discussed in a forum such as this.

Let me start by saying that I am not here to attack Postal
Service employees. 1In general, I think most Postal employees are
good, hard-working, individuals. I am here to discuss the Postal
Service’s status as a protected government enterprise which
adversely affects its ability to adapt to the needs of a changing
and increasingly competitive market. The Postal Service’s
ability to compete in our ever-changing world is constrained by
the laws and regulations that dictate its organization and
operation as a government agency. Postal Service customers face
inconvenient hours, poor customer service and decreasing worker
productivity. Again, blame should not rest with postal
employees. The blame, instead, should rest with a protected
Postal Service which perpetuates inefficiency and non-
responsiveness to consumers.

The federal government originally established the Postal
Service over 200 years ago as a means of keeping in contact with
remote areas of the still-developing United States. At that
time, there was no other communications network in place. Today
is an entirely different story. Telephones, fax machines, cable,
satellites, computers, television and radio are all methods used
by people to communicate around the world. As the level of
service provided by the Postal Service continues to decline and
postal rates continue to rise, more and more consumers are
turning toward these alternative communication methods.

Over the past five years, the Postal Service has lost 35% of
its first class business-to-business mail and expects to lose
another 35% over the next five years. 1If this trend continues,
the Postal Service will be little more than a delivery agent for
third class mail. While there is certainly a need for this type
of delivery, it is not necessary for the federal government to be
the only provider of such service. Declining costs for new
technology will soon change the way many households conduct their
business transactions.
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In an effort to improve efficiency and keep up with
technological changes, the Postal Service has tried various
solutions from new management to complete reorganization to no
avail. It is obvious that without fundamental reform that will
transform it into a true competitive, commercial enterprise, the
Postal Service will not have the freedom and flexibility
necessary to adapt to this changing marketplace. Today’s fast-
paced business environment demands that service providers adapt
quickly or fall by the way side surpassed by more innovative
competitors with better ideas. A government-run postal service
will soon be rendered irrelevant by its inability to adapt in a
dynamic and changing swiftly marketplace. Mr. Chairman, the
Postal Service as we know it may soon be extinct and that means
unemployed Americans -- something that no one wants.

Mr. Crane’s bill, H.R. 210, provides an excellent framework
to keep the Postal Service competitive and postal workers
employed and able to meet the needs of the American public well
into the future. It does this by creating one of the largest
employee-owned corporations in the world. You heard me right, I
want to give (yes, give) the Postal Service to its employees, who
I think could do a tremendous job of running the organization if
freed from bureaucratic constraints. As we’ve seen with
companies owned by their employees such as United Airlines, Avis
and Weirton Steel, employee owners approach their jobs with a far
different attitude than most working people. They feel
personally responsible, and thus are loyal, hard working and
responsive to the needs of their company and customer. This, in
turn, creates a productive sense of teamwork between management
and their fellow employee-owners (formerly called "labor").

I do not support the idea of selling off the Postal Service
to the highest bidder. As I said, H.R. 210 will turn the United
States Postal Service into the world’s largest employee-owned
company by transferring the entire corporation, lock, stock and
mail truck, to its almost 750,000 employees. The value of stock
provided to each employee will be based on their years of service
and levels of compensation, and on average, would be worth tens
of thousands of dollars. The retirement benefits provided to
employees of the new employee-owned Postal Service will be
preserved. The new company will determine retirement provisions
for new employees. The employee-owned Postal Service will be run
by individuals who are elected by the employees and it will be
given a five-year grace period before the private express
statutes are lifted and competition is allowed. Competition
gives managers and workers the incentive to provide customers
with the services they want. Employees understand that their
jobs depend on customer satisfaction. Without competition,
employees have few incentives to provide exceptional service and
the Postal Service lacks incentives to control costs and maintain
high gquality.

Postal unions fear that H.R. 210 is just a ploy to sell off
the Postal Service to outside investors. This is simply not
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true. During its first year as an employee-owned company, Postal
Service stock will be issued only to Postal Service employees.
After this period, the bill allows for stock to be issued to the
public only if the employees decide to do so. Let me repeat
this: If the employee-owned Postal Service does not want to
issue stock to the public, it does not have to do so. This
should put an end to claims that Mr. Crane and I have an ulterior
motive to sell off the Postal Service to outsiders.

Employee ownership will bring higher quality service at
competitive rates to this nation’s postal customers. Freed from
its regulatory constraints, the Postal Service will be able to
adapt to the many technological changes taking place in the
communications arena. Employee ownership will empower postal
employees with the means to control their own future and will
bring into play all the incentives and profit motives inherent in
the competitive free enterprise system. With privatization,
postal employees will find themselves profiting directly from
being more responsive to consumer needs. Most importantly, this
bill will save postal employees’ jobs and improve their lives by
making them part of one of the largest employee-owned company in
the world.

In conclusion, I would like to tell the Subcommittee members
that H.R. 210 should not be considered the last or only word on
how to bring about the fundamental reform necessary to save the
Postal Service. Mr. Crane and 1 are certainly open to
suggestions on the details of how the goals of our bill should be
carried out. Thank you.
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Mr. MCHUGH. I thank the gentleman for his comments.

I would also like to acknowledge the presence of the vice chair-
man of the subcommittee, the gentleman from South Carolina, Mr.
Mark Sanford.

Mark, any opening comments?

Mr. SANFORD. No, thank you.

Mr. McHuGH. OK.

I know you two gentlemen, like everyone in the House, have very
busy schedules. If you could stay with us, perhaps we could have
a little exchange.

Would that be agreeable?

Mr. ROHRABACHER. Sure.

Mr. CRANE. Yes.

Mr. MCHUGH. I would defer to either of the two Members.

The gentleman from South Carolina.

Mr. SANFORD. I have a question for my colleague from California.
Some people have objected to the idea of selling off public lands in
the West to westerners because these lands are public assets
owned by everybody in the country, all 260 million of us. I suppose
some people would also say that Postal Service assets being sold
to any particular group, especially the employees themselves,
would be taking a public asset and boiling it down to a fairly small
vested group. What would be your counterpoint to that?

Mr. ROHRABACHER. Well, when you're talking about Government
assets, what you want to do is determine what is the use of those
assets which will be of most benefit to the public. And my sugges-
tion is, is that unless we act now and follow the course of action
that we are suggesting, that we will find that these assets that
we're talking about within a very short period of time, perhaps in
10 years, will become an incredible liability. And now that the or-
ganization, the structure, is there and we're not in the midst of a
crisis, those assets would be best used to bring about this new or-
ganization and relieve the general public from the liabilities they
face by having a Postal Service associated with the Government of
the United States, as compared to all kinds of other services we
have in our society.

So the benefit for the people of preventing this potential liability,
of course, disastrous liability in the future, if technology turns this
750,000-employee organization it has now into irrelevance and into
a major liability, the benefit of getting rid of that now benefits the
entire public.

So this is the course that although it will cost some in terms of
assets, by giving this to the employees, in the long run it will be
to the benefit of the entire country, not just the employees.

Mrs. MEEK. Mr. Chairman.

Mr. McHUGH. The gentlelady from Florida.

Mrs. MEEK. This question is for my colleague.

If this bill were to pass, when would it become effective?

Mr. CRANE. Oh, when would it become effective? That would be
up to the committee to determine. My personal predilection would
be sooner rather than later. But that would be up to the discretion
of the committee and the Co: ss finally in creating this ESOP.

Mrs. MEEK. The reason I ask that question is you already have
a structure that exists in the postal operations, which has been
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there for quite some time. And of course, in my opinion, you would
need to do some significant impact studies to see whether or not
this new change will be effective to the public and to the people it
serves. Wherein if you were to restructure your current system, you
know where the problems are there.

I have seen it in much of the dialog and what I read here this
morning, that you have pretty much identified where most of the
problems are. It would appear to me that some method toward re-
structuring would be another option to be looked at as well as to
redo the whole system.

Mr. CrRANE. Well, I agree with you and I think that’s going to in-
evitably occur, out of necessity, with the changing times we're expe-
riencing. But my personal predilection again goes to the idea of em-
powering those people who have faithfully served our Postal Serv-
ice, and when I say empowering them, I mean that transfer of all
of the postal assets to those employees which works out to about
$65,000 per employee. I mean, that’s the average benefit. And I
think once they had that kind of stake, you’re going to see times
change because I think they are as in tune as anybody with what
needs to be done to remain competitive. And it would be ownership
that motivates the employees intensely.

So I think, based on private sector comparisons, you could antici-
pate a changing delivery system. I think you could anticipate postal
employees being more acutely conscious of this whole thing. They
would make those adaptations and guarantee that we have an en-
tity that can survive in a changing world. And, as I said, it’s a per-
sonal benefit to each and every one of them.

Mr. ROHRABACHER. If I could add something to my colleague’s
answer? )

Mrs. MEEK. Yes.

Mr. ROHRABACHER. Any restructuring of the current system that
keeps it under the current framework within the context of the
Government and within the context of no competition in First-Class
mail, it will not result in the type of changes that will in the long
run be successful. The reason the Post Office is not successful and
will not be successful, is because unlike all the other services and
goods that are provided in our society by the private sector, there’s
no competition and profit motive at work. And the only way to do
that is some type of privatization.

And, as I say, the only thing that makes sense to me to be a fair
privatization, especially fair to those 750,000 people who made
their lives building this organization, and as I say, they get a bum
rap half the time because they’re being blamed for the deficiencies
of the structure, the only way to be fair to them is to make it an
employee-owned corporation. But if you try to just restructure what
you've got, you're just, of course, basically changing—again, this is
a cliche, but you're rearranging the chairs on the deck of the Ti-
tanic.

The Titanic is going to go down because it’s got a gaping hole in
its side, and in this case the gaping hole in the side of postal deliv-
ery is the incredible change of technology that’s taking place in our
society. And you can’t ignore that. You can’t ignore the iceberg, es-
pecially after you've hit it.
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Mr. MCHUGH. The gentleman from South Carolina has a follow-
up question.

Mr. SANFORD. One last question, I promise. Some people have ar-
gued in favor of commercialization rather than privatization. Com-
mercialization is privatization of certain components of the postal
delivery system rather than privatization of the whole. The idea is
that if you privatize the whole system, you're still handing over
monopolistic control to that entity. Is that something we want to
do with a private coquany?

Mr. ROHRABACHER. No, we're not advocating turning over monop-
olistic control. We believe that after 5 years, the Post Office, the
new private employee-owned Post Office, would have to compete
with outside companies like UPS or Federal Express or other peo-
ple who would like to get in. But they will have an advantage, let
me tell you, they will have an advantage in that we are giving
them debt-free assets to modernize—if they want to modernize.
After that, they could borrow against the property that’s owned by
the Post Office, et cetera. This gives them a tremendous possibility
for success, especially if we act now before there’s a crisis, before
the technological hammer comes down on everybody’s head.

Mr. SANFORD. Thank you, Mr. Chairman.

Mrs. MEEK. Mr. Chairman.

Mr. MCHUGH. The gentlelady from Florida.

Mrs. MEEK. When you are considering restructuring the manage-
ment, I perceive that you're not that happy with the management
of the current system. You're saying that it is, in some respects, in-
effective in terms of reaching the goal. I am concerned about the
750,000 people who now work for the Post Office——

Mr. ROHRABACHER. That’s my primary concern as well.

Mrs. MEEK. I am concerned about them, and my question is still
has anyone thought about the impact of such a change, privatiza-
tion, on those employees?

Mr. ROHRABACHER. Well, the 750,000 employees, I guess it's
somewhat like Medicare, and I hate to bring that up because there
is a difference between the parties on how we’re approaching Medi-
care, but the fact is, in the long run, do we care more about those
750,000 employees by tryin% to basically entrench a status quo that
in the long run is going to lead to a disaster for those people? And
in the long run, we can see it as we’ve outlined, technology is mak-
ing the system, the postal system, irrelevant. And as this tech-
nology comes more and more to play in our society, those 750,000
people are going to be more and more at risk. And believe me, ev-
erything that I'm advocating today comes from an employee’s point
of view and not, oh, we’re just going to manage the system better.

I happen to believe in employee ownership and, by the way, I be-
lieve in employee ownership in the private sector as well. And I
think that we should have incentives for that as well. And I think
that these postal employees that we're talking about could do a
good job, could do a very good job at running a company, if they
had the ownership and had the power to do so.

Mrs. MEEK. Thank you.

Mr. McHuGH. Before we proceed, I'd like to acknowledge the
presence of the gentleman from Texas, Mr. Green.

If I could just ask a couple of questions, to followup.
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The gentleman from Illinois mentioned that the value of each
employee’s portion of that ownership would be $65,000?

Mr. CRANE. The average, that would be the average. There would
be a variation, because that stock would be turned over to the em-
ployees based on your length of service and the position that you
held.

Mr. McHUGH. I assume you're computing that average based on
some total value?

Mr. CRANE. The total value of all of the assets of the Post Office.

Mr. McHUGH. And how was that computed?

Mr. CrRANE. That total value is somewhere in the neighborhood
of like $46 billion.

Mr. McHUGH. Right now, it's my understanding the Postal Serv-
ice has a $9 billion net equity. Has that been figured in to that?

Mr. CRANE. Well, 'm sure that is calculated in that figure, but
I'm talking about all of the assets the Post Office has, that’s prop-
erty, buildings, vehicles.

Mr. MCHUGH. Minus the $9 billion net equity?

Mr. CRANE. Well, I was told—I'd have to——

Mr. McHUGH. I'm not challenging the gentleman’s figures, I'm
just trying to understand them.

Mr. CRANE. Wait a second, I think I've got the figure here.

All right. The assets of the USPS, and that’s including deferred
retirement costs, in 1994 were $46.416 billion.

Mr. McHUGH. So your calculation, $65,000 per average, that was
the——

Mr. CRANE. Well, actually, the average for every employee is
worth about $63,607.

Mr. McHuUGH. That’s right in the same neighborhood. I thank

ou.

You will obviously be off doing other important work at the time,
but it’s expected that the subcommittee later this morning will
hear from a number of other panelists who are going to point out,
I think, a pretty significant dichotomy, if you will, as to the man-
date that this Government has placed upon the Postal Service.

On the one hand, it is in selected areas required or at least ex-
pected it operate like a business. We judge its performance against
UPS and DHL and others. And yet we have burdened it, if that’s
the proper phrase, with some responsibilities that decidedly inhibit
its ability to operate like a private business.

I know you provide protections for 5 years on the mail monopoly,
First-Class. Is my assumption that after that first 5 years there
would be no requirement of universal service at a uniform price?
And if I'm correct in that, the obvious question that I would ask
and I think many others, including Senator Ted Stevens of Alaska,
is what does it cost to deliver a piece of First-Class mail to
Pierrepont Manor or to——

Mr. ROHRABACHER. By the time that happens, by the time we
run our 5 years, you can imagine that electronically that would
cost probably about 2 cents. Bottom line is that electronics are
changing the whole nature of the transfer of information.

Now, this all made sense, not just for Alaska, but for—through-
out the United States, it made sense for the Government to have
a postal system to tie the country together 200 years ago. That’s
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why we have a U.S. Post Office. This makes no sense at all any-
more. I mean, Alaska, believe me, the people in Alaska will be
serviced and probably more effectively 10 years from now if we
make this change than they are today, because the changes that
are taking place in the electronic transmission of communications
is upon us. And this idea that we have to have a universal, we
have to have a Government body delivering some sort of an enve-
lope to every address in the country, this is a totally antiquated
idea. It's as antiquated as the Conestoga wagon, and it makes no
sense anymore. And those people in Alaska will be serviced because
you can service people over lines now, over electronic, over
fiberoptic cable, or over satellite transmission. And, it is very cheap
as compared to what it used to be. And, those costs are going to
continue to go down.

So it’s no longer just an idea that we have to deliver an envelope
all over the country. I think First-Class mail is going to cost—or
the equivalent of First-Class mail, if we open up the market, is
going to be much, much cheaper in the future everywhere.

Mr. CRANE. Could I add one I think to that, Mr. Chairman?

Mr. MCHUGH. Absolutely, please.

Mr. CRANE. And that is that the Postal Service’s least efficient
performance is in rural delivery. And yet they have contracted out
already to 5,000 private businesses to handle some of their rural
deliveries. And these people are doing it for a profit. And I think
that the postal system itself could just as easily take it all over and
make a profit just as private enterprise is doing in delivery of part
of the Postal Service, A; but B, I think it's important to recognize
that such businesses as United Parcel Service, they deliver to the
most remote areas of the country. And I mean, they have no guide-
lines that if you live out in the boondocks, you've got to come into
town to pick up your package. So there’s evidence that the private
sector can deal with these problems and I feel confident the Postal
Service, if privatized, could do it also.

Mr. McHUGH. I think some may say the reason in fact that the
satisfaction rates are so high in rural areas, is because the Postal
Service is contracting out and that the continuing of privatization
may already show some benefits, just as a counterpoint, not nec-
essarily as an endorsement of it.

So you two gentlemen have kind of different views, but they
would tend to fill each other’s spaces, and to the extent the gen-
tleman from California says that’s really not going to be a concern
because electronic communications will be how virtually everyone
communicates by the time this bill is fully effective, while the gen-
tleman from Illinois says that may or may not be true, but even
if it isn’t, competition will fill the gaps and in fact will provide that
service.

Am I being fair in that assessment?

Mr. CRANE. Well, I think, I'm inclined to agree with Dan, but I
don’t think in 5 years you're going to see that as a universal sys-
tem, you know, with various forms of telecommunication. But, it is
escalating astronomically, and frankly, I can’t figure those things
out. My kids can, my grandchildren can. And we’re living in a dif-
ferent era than the one I grew up in or you grew up in.
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And so it is coming, unquestionably. But to give you a timeframe
for it, I couldn’t project that. I'd say it will be a generation, at least.

Mr. McHUGH. It’s interesting, as i)]'ou two read your statements
and as I was reading them over both last night and this morning,
if you did some selective and creative editing, either of you could
have been speaking for Marvin Runyon. Because you really have
a lot of concerns in common about that lack of flexibility, the con-
straints against their opportunities to compete and how they can’t
introduce products.

Mr. ROHRABACHER. That goes with Government. That is what
happens when you have the Government—that’s why you shouldn’t
have the Government involved in services or producing products or
services that can be done in the private sector. Because the Gov-
ernment has natural inefficiency as part of it. It doesn’t have a
profit motive and there isn’t competition. And you should only get
the Government involved in those areas that it’s absolutely nec-
essary for the Government to be involved in. Now, in the past,
postal delivery was necessary to hold our country together. It’s not
anymore.

Mr. McHUGH. Well, you pick a particularly interesting week to
make that charge, given all that’s happened here. I say you’d have
some who might fully agree with you. But I was going to play dev-
i’s advocate for a moment. Because for all of the inhibitions it
might be suffering under for the moment, at least at this point in
time, the Postal Service is showing about a $1.8 billion profit. Some
have suggested that for all of its faults, we should retain its struc-
ture and start to take those profits for a greater public good, what-
ever that might be. I would suspect what your answer might be,
but we’ve heard that kind of claim, I'd like to hear your comments
on the record.

Mr. CRANE. Deficit reduction, you mean?

Mr. ROHRABACHER. Well, now is the time.

Mr. McHUGH. Depends on which side of the aisle deficit pro-

gram.

Mr. ROHRABACHER. Now is the time to act, when the Post Office
is not in the midst of a crisis, to have the real reform. In the pri-
vate sector, many companies do their best—do their best in restruc-
turing themselves not at the pit, but actually when they're doing
well. And those are the companies that go on to even do better.

But this is the time to have some fundamental reform to do this,
because we can see that those 750,000 people, the Post Office right
now, is making a profit, but those 750,000 peOﬁle are in jeopardy
in the long run. You can see it, and anybody who refuses to see it
is what we call “in denial.”

The bottom line is those 750,000 people can be assured their pen-
sions, they can be assured assets beyond anything they could ever
believe before, assured control of their own destiny as never before,
and assured a decent job in the future, if we act now. But if you
wait until the Post Office goes into a crisis because several compa-
nies have found a way through electronic mail to outcompete the
Post Office—and I don’t think it’s going to happen in another gen-
eration, I think this is coming in the next 5 years, people who
think about cellular phones and fax machines, how did we run our
lives without cellular phones and fax machines? And that’s just
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something that’s happened in the last 10 years, really. And this is
coming, so we should move quickly.

Mr. MCHUGH. The gentlelady from Florida has indicated she has
another question.

Mrs. MEEK. I've tried to—it’s a short-term kind of thing, but I'm
trying to get an idea of the structure of what you’re perceiving.

What is your dream of how this will operate? It sounds a little
amorphous as to how it’s going to happen.

Who owns the company?

Mr. ROHRABACHER. There will be a corporation that will be—-

Mrs. MEEK. Who's obligated, to whom are they obligated?

Mr. ROHRABACHER. The employees themselves are the stockhold-
ers,t they own the company. They elect the people who manage the
system.

Mrs. MEEK. Hold on just a moment, I haven't quite finished yet.
Just like to ask you a series of things so you can tell me how they
operate, to whom are they obligated, how will it be handled, that
kind of thing. I think I'm getting an idea of what you're talking
about, and I'm sure privatization has quite a few assets. But I'd
like to know in terms of who’s responsible.

Mr. ROHRABACHER. Well, it’s just like any other who’s respon-
sible to the United Parcel Service or Federal Express, except the
difference is the stockholders in this new corporation will be the
employees. The people hiring the management will be the employ-
ees.

Mrs. MEEK. Will they have a contract with anybody?

Mr. ROHRABACHER. Contract with——

Mrs. MEEK. Yes. Will there be a contract that the people who
work in the Postal Authority or the management and the workers,
since I don’t seem to get a feel from the resolution as to who is re-
sponsible for what? That’s my main concern.

Mr. ROHRABACHER. Well, Phil, would you like to——

Mr. CRANE. Well, for example, if you were a postal worker and
these assets are transferred over to you and the other members of
the committee, you could in turn negotiate with someone that you
elected to hire to serve as Postmaster General. And there you could
E'lve him a contract. But it’s your business and you decide what

ind of an offer you want to make, what responsibilities he is sup-
posed to take on, what compensation he could get. And that is a
determination, as Dana was mentioning, made exclusively by you
as a current owner of that entire postal system.

Mr. ROHRABACHER. We've eliminated——

Mr. CRANE. Or stockholders.

Mr. ROHRABACHER. We eliminate the dichotomy between labor
and management, which has basically, I believe, not served this
country well. What we have now are a lot of people who think of
themselves as adversaries, and in reality the American people who
are working for various economic enterprises should be thinking of
themselves as a team. And employee ownership, especially in terms
of the Postal Service, would create a team of people that have a
profit motive and competition, and you would see a dramatic in-
crease in productivity and such, because they now are a team rath-
er than spending time fighting one another. Theg’re going to find
ways to try and improve the service of the Postal System.
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Mrs. MEEK. This is my last question. This corporation, as you
perceive it, would have no obligation to the Government or would
it have any obligation to the Government, and to be guided by
some of the broad kinds of things that Government does to protect
its citizens?

Mr. ROHRABACHER. I don’t foresee that—I see the company—now
Phil and I may differ on this, and there are some things in the
bill—by the way, the bill, as far as I am concerned, is a blueprint—
but both Phil and I are very happy to work and make it better with
suggestions, people might have suggestions on how to improve it.
I foresee the company after 5 years as being just like United Air-
lines, and there would be no reason why—let’s say the Govern-
ment, let’s say the U.S. Government, all of these years had run an
airline, and they run it, you know, and that airline was not in bad
condition but you could see that the competition was coming in
with other airlines.

Well, if we gave the airline over to its employees, as United Air-
lines right now is owned by its employees, well, it would be very
similar. Because United Airlines is operating just like all the other
airlines, and all we’re saying is that the employees now will be the
owners of a large corporation in competition with Federal Express,
UPS, and others.

Mr. CrANE. I think another parallel you can draw is renting a
car versus owning a car. With a rental car, you don’t tend to be
as concerned as you do your own automobile.

Mrs. MEEK. Thank you.

Mr. McHUGH. You two have been very generous with your time
and the subcommittee and I personally appreciate it. And we wel-
conllle the opportunity to review your thoughts and share your in-
sights.

As I tried to indicate in my opening remarks, this is the first step
in the next series of steps that this subcommittee intends to take
on what we think, and I know you've raised very important issues.
So we look forward to having your input and your assistance as we
go along that path.

Thank you for being here this morning.

Mr. CRANE. Thank you, Mr. Chairman.

And let me just add one thing. The language in H.R. 210, I be-
lieve, and correct me if I'm wrong, Pete, I think that language is
about 8 years old now. And there have been revolutionary changes
that have occurred in means of communication during that inter-
vening time. So I'm not saying that language is sacrosanct and
that’s why we need your expertise.

Mr. MCHUGH. Well, thank you for that. And things do change,
there’s no question.

Mr. CRANE. Thank you.

Mr. MCHUGH. We tﬁa.n.k our colleagues for joining us.

The second panel this morning will include a number of rep-
resentatives from the Congressional Research Service. They will in-
clude Mr. Don Kiefer, who represents or serves as Chief of the Eco-
nomics Division; accompanf'ing Mr. Kiefer will be Mr. Bernard
Gelb who is a Specialist in Industry Economics; also Mr. Fred Kai-
ser, who is a Specialist in American National Government; Ms.
Bernevia McCalip, Analyst in Business and Government Relations;
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and Ms. Carolyn Merck, Specialist in Social Legislation; and Mr.
Tom Nicola, legislative attorney. If we can find seats for everyone.

There are many quirks and probably reverse appropriate fea-
tures of the U.S. Government. One is that when Members of Con-
gress appear before our committee they’re not sworn in, but
strangely, good people like yourselves must be. I hope you take no
offense to that, but it is according to the committee rules, so if you

would all rise, please, and raise your hands, right hands and affirm
to me.

[Witnesses sworn]

Mr. MCHUGH. Thank you.

The record will show that all of the witnesses affirmed and re-
sponded in the affirmative.

And with that, I would turn the dais over to Mr. Kiefer for his
comments and for how he would like to direct the panel.

We are at your service, sir. Welcome.

STATEMENTS OF DONALD KIEFER, CHIEF, ECONOMICS DIVI-
SION, CONGRESSIONAL RESEARCH SERVICE, ACCOMPANIED
BY BERNARD A. GELB, SPECIALIST IN INDUSTRY ECONOM-
ICS, ECONOMICS DIVISION, CRS; BERNEVIA McCALIP, ANA-
LYST IN BUSINESS AND GOVERNMENT RELATIONS, ECO-
NOMICS DIVISION, CRS; FREDERICK M. KAISER, SPECIALIST
IN AMERICAN NATIONAL GOVERNMENT, GOVERNMENT DIVI-
SION, CRS; CAROLYN L. MERCK, SPECIALIST IN SOCIAL LEG-
ISLATION, EDUCATION AND PUBLIC WELFARE DIVISION,
CRS; AND THOMAS NICOLA, LEGISLATIVE ATTORNEY, CRS

Mr. KiEFER. Thank you, Mr. Chairman, and members of the sub-
committee. My name is Donald Kiefer. I am the Chief of the Eco-
nomics Division of the Congressional Research Service.

The Congressional Research Service would like to thank you for
the opportunity to assist you in identifying issues for consideration
in your review of possible changes in the structure of the U.S. Post-
al Service. Our report, prepared at your request, analyzes in an
economic framework the performance of the U.S. Postal Service in
the context of its mandates, its rules of operation, and develop-
ments in the private sector.

The report defines and describes concepts of privatization and
other alternative structures that could be used to provide postal
service in the United States. It looks at changes that have been im-
plemented in a number of other industrial countries as they have
tried to improve the performance of their postal systems.

Finally, the report analyzes the likely effectiveness of selected al-
ternative structures in providing mail service in the United States
and their likely effects on postal markets.

Now, as you indicated, Mr. Chairman, I'm joined by several other
analysts from the Congressional Research Service who actually
prepared this report. The analysts in turn are Bernard Gelb, to my
immediate left, who served as the overall coordinator and editor of
the project; Frederick Kaiser, Bernevia McCalip, Carolyn Merck,
and Thomas Nicola. Each one of the first four will provide brief re-
marks, summarizing important points and sections of the report,
and then we will all be available for your questions.
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At this time, I'd like to turn it over to Bernard Gelb to begin the
summary of the report.

Mr. GELB. Good morning. I will summarize the entire report. My
colleagues will each focus on an aspect in which the subcommittee
has expressed particular interest.

Congress established the U.S. Postal Service in 1970 to convert
the Post Office Department into an entity that would provide mail
service on a businesslike self-sustaining basis. The Postal Service
improved enough so that it has not received or requested a subsidy
in a number of years.

However, the USPS has come under stress as a result of new
technology and competition in mail service in particular, and com-
munications in general, and it has had difficulty adjusting. This
has contributed to reported shortcomings in and dissatisfaction
with its service.

The Postal Service has lost large portions of some of its markets
to competitors whose names we know well. Both an effect and a
cause of these losses has been the Postal Service’s ceding of part
of its monopoly.

Shortcomings in Postal Service performance appear to stem from
both conceptual and operational causes. Conceptually, while the
Postal Service is to operate on a businesslike basis, it also has a
public service mission, “to bind the Nation together.”

Postal Service competitors can tailor their capital and labor re-
sources to narrow markets, but the Postal Service has to have a
broad infrastructure in order to meet its obligation of universal
service. And whereas private firms set prices based upon their
costs, including return on investment and upon competitors’ prices,
the Postal Service must take account of social externalities, equity
and political considerations.

Operational problems result partly from the law governing Postal
Service operations and dealings with its employees and partly from
shortcomings in the way both managers and rank and file workers
run the organization.

A major impediment to the Service’s ability to compete is the
cumbersome process of setting rates and introducing new services.
The multiplicity of USPS services combined with broad, multiple,
and conflicting rate-setting criteria, pose challenges in the pricing
of services. And USPS costs are higher than they might be other-
wise.

A range of types of options are possible to restructure the postal
system to deal with perceived problems. As it has with other agen-
cies providing services to the public or to specific sectors of the
economy, Congress could custom design a modified or new postal
entity to suit its particular objectives. Actual options that have
been proposed in the public arena range from modest changes in
governing laws and management structure, to complete privatiza-
tion of the Postal Service and total deregulation of postal markets.

The report analyzes how well four hypothetical alternative struc-
tures would do the job of providing mail service to the Nation, and
what their effects on postal markets might be. The hypothetical al-
ternatives, which vary in terms of departure from the present sys-
tem, are based mainly upon actual proposals.
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Our analysis finds that as one moves away from the present sys-
tem, the altered entity would be able to operate more efficiently
. and compete better. At the same time, in moving toward a totally

deregulated and less integrated system, the character of mail serv-
ice probably would tend to move away from the present levels of
universality, regularity, and uniformitg.

The question of what combination of organizational, institutional,
and mail service attributes would be best ultimately is an issue for
political resolution. CRS assumes neither that the Government
should nor that it should not be involved in providing postal serv-
ice. Furthermore, our analysis of possible alternatives does not nec-
essarily indicate a belief that change is advisable.

Bernevia McCalip will discuss the evolution of the Government’s
monopt{\?.

Ms. McCarip. Mr. Chairman, members of the committee, good
morning. Since 1792 the U.S. mail monopoly has undergone numer-
ous changes and now applies to “letter mail” only.

Controversy over the mail monopoly began when the framers de-
parted from the English precedent of a totally mono(folistic ap-
proach to Government-run postal service. This raised questions
about whether they really intended to establish a postal system as
a Federal monopoly.

Nevertheless, the first of the mail monopoly laws, referred to as
the private express statutes, was passed. The initial legislation pro-
hibited the private carriage of letters and packets, but exempted
newspapers.

By 1845, private express companies had proliferated and viola-
tions of the private express statutes were rampant. To curb these
acts, Congress made it unlawful to establish any “private express”
for the conveyance of “letters, packets or packages of letters or
other mailable matter,” but exempted newspapers, magazines,
pamphlets and periodicals.

In response to complaints from businessmen and merchants, an-
other Federal law was enacted, permitting private carriage of mail
if postage was prepaid and letters were dated and sealed.

The last major changes in the mail monopoly occurred adminis-
tratively in 1978 and 1986. In 1978, the Postal Service exempted
“extremely urgent letters” that met either a time of delivery or
price test. In 1986, private mail companies were allowed to provide
international mail gelivery through a service called “Remail.” The
Postal Service retains, however, exclusive use of mailbozxes.

Despite the erosion of the mail monopoly over the past century,
letter mail presently generates more than 60 percent of the Postal
Service’s revenue. Due to the large volume of First- and Third-
Class mail, the Postal Service still holds considerable clout in the
mail marketplace. However, the future viability of the mail monop-
oly is considerably blurred by the increasing use of electronic mes-
saging and advances in telecommunications.

ow I turn to Fred Kaiser who will discuss alternative types of
structures that might be considered for the Postal Service.

Mr. KAISER. Mr. Chairman and subcommittee members, thank
you for the invitation to put our 2 cents’ worth into this consider-
ation of the restructuring of the U.S. Postal Service. My focus is
on the conceptualization of alternative structures. It emphasizes
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some of the major types of institutional, organizational and struc-
tural options available to change the postal system. These range
from far-reaching comprehensive privatization proposals such as
creating a private corporation, about which we just heard at some
length, to modest adjustments within an organization.

While it is possible to combine some of the options or alter-
natives, others are quite simply incompatible with one another.
That is because these are based on different and even competing
assumptions, understandings, objectives and values related to Gov-
ernment and governance.

Privatization has gained prominence recently as a means of cut-
ting Government spending, eliminating operational inefficiencies,
improving performance and providing goods and services, and re-
ducing the role of Government in society. Four basic types or meth-
ods o% privatization have the most relevance as alternatives for
structures in a postal system. Contracting out is perhaps the most
frequent, and probably the oldest form of privatization.

Divestment or divestiture is the clearest type of privatization.
That is the sale or transfer of a Government agency, corporation,
service or asset to private ownershig.

Franchising, through this method the Government awards a pri-
vate operator the right to sell a certain product or provide a service
to the afublic, often throu%x concessions or lease arrangements.

Finally, displacement. Under this approach, the Government re-
linquishes its control over a good, service or activity, or even a
function, by default, withdrawal or deregulation.

Besides these, there are many other varied options to restructure
the Postal Service. These tend to emphasize or have a focus on
agency management. And their objectives are to improve internal
management controls and capacity building, eliminate or modify
competing objectives and support cost-saving goals, reduce outside
interference with internal managerial decisions, or alternatively
enhance management guidance from relevant outside entities.

We've identified nine prominent options among a wide variety.
Two of them, for instance, are to centralize all man%Fement powers
in the head of the operation and chief executive officer. A second
would be to grant the Postmaster General or Board of Governors
greater authority and flexibility over the work force and workplace
matters. And these again are just illustrations.

Now, our colleague, Carolyn Merck, will conclude our prepared
gemag&: by discussing issues pertaining to postal worker fringe

enefits.

Ms. MERCK. Good morning, Mr. Chairman, and members of the
subcommittee. I will address some issues concerning what chang-
ing the relationship of the Postal Service to the Federal Govern-
ment could mean with regard to postal employee benefits, particu-
larly health insurance and retirement.

As long as postal workers are defined as Federal employees, they
have access to Federal emgloyee health insurance and retirement
coverage. This access would cease if postal workers lose their Fed-
eral jobs or if postal employment were redefined or redesigned as
nonpostal—excuse me, non-Federal.

Postal workers currently participate in the Federal employees’
health benefits program, although unlike other Federal workers,
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their share of the cost of the insurance premiums is collectively
bargained and they currently pay a lower share of the premiums
than other Federal workers. Presumably, under any change in the
status of the Postal Service, postal workers would be offered health
insurance by their employer, a.lthough they could be excluded from
the FEHBP if they are no longer Federal employees.

Should there be a change in the status of the Postal Service, the
most difficult issues the Congress would face with regard to postal
employee benefits pertain to retirement. Postal workers participate
in the Federal Civil Service Retirement programs under the same
terms and conditions as nonpostal Federal workers. Under Postal
Service redesign options that would shrink the number of postal
workers due to assumption by private enterprise of certain serv-
ices, some postal workers might lose their jobs and, hence, would
no longer be entitled to Federal retirement system coverage.

Alternatively, if the entire Postal Service were converted into a
non-Federal entity in which the employees retained their jobs but
were no longer defined as Federal personnel, they would lose Fed-
eral retirement coverage just as if they had lost their jobs.

Workers with at least 5 years of Federal service would continue
to be vested in the benefits earned as of the termination of their
Federal status, but they would receive no credit toward their Fed-
eral pension after that time and would be eligible only for a de-
ferred Federal pension starting at age 62, a pension that could lose
significant value during the intervening years.

As a result, there would probably be considerable pressure for
Congress to intervene to protect the retirement benefits of postal
workers who make the transition from Federal to non-Federal sta-
tus. However, there are no rules and limited precedents for such
a situation. In those rare instances in which a Federal entity has
been defederalized, Congress has made different pension arrange-
ments.

If Congress were to cover all postal workers under a new retire-
ment system, or if Congress were to permit the Postal Service to
be credited to a non-Federal retirement plan, complex issues would
need to be addressed regarding how vested benefits and service
cred.its(.1 under the old Federal system would be treated and fi-
nanced.

Thank you, Mr. Chairman. This concludes our prepared state-
ix:ents, and we would be happy to address any questions you might

ave.

[Note.—The committee print report prepared by the CRS for this
subcommittee entitled, “Mail Service in the United States: Explor-
ing Options for Improvement” is available through the subcommit-
tee office.]

[The prepared statement of Mr. Kiefer, Mr. Gelb, Ms. McCalip,
Mr. Kaiser, and Ms. Merck follows:]
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Dr. Donald W. Kiefer, Chief of the Economics Division

Mr. Chairman and Members of the Subcommittee, the Congressional Research
Service would like to thank you for the opportunity to assist you in identifying
issues for consideration in your review of possible changes in the structure of
the U.S. Postal Service.

Our report, p! d at your lyzes in an ic fr: k
the performance of the U.S. Postal Service in the context of its mandates itsrules
of operation, and developments in the private sector. The report defines and
describes concepts of privatization and other alternative structures that could
be used to provide postal service in the United States. It looks at changes that
have been impl ted in a ber of other industrial countries as they have
tried to improve the performance of their postal systems. Finally, the report analyzes
the likely effectiveness of selected alternative structures in providing mail service
in the U.S. and their likely effects on postal markets.

Inm;omedﬁodaybyseveralCRSannlyshwhoweremvolvedmthepmJect
and who will respond toyour q lysts are Bernard Gelb, Frederick
Kaiser, Bernevia McCalip, Carolyn Memk, and Thomas Nicola. Four of these
analysts will briefly summarize key points in sections of the report.
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Bernard A. Gelb, Specialist in Industry Economics,
Economics Division

Good morning. I am Bernard Gelb, an industry analyst in the Economics

" Division of CRS. As Don Kiefer said, our report aims to help the Subcommittee
define the issues for its planned consideration of possible change in the Postal
Service, and does 8o in an economic framework. I am going to summarize the
findings of the report as a whole; each of three of my colleagues will focus on
a specific aspect or issue in which the Subcommittee has expressed particular

interest. Some important points in our report necessarily are omitted from our
testimony because of time constraints.

The U.S. Postal Service (USPS) was established in 1970 to convert the then
existing Post Office Department into an entity that, still under Government
supervision, would provide mail service in the United States on a business-like
self-sustaining basis. The USPS improved enough over its predecessor so that
it has not received, or requested a subsidy in a number of years.

However, the USPS has come under stress as a result of new technology and
competition in mail service in particular and communications in general; and it
has had difficulty adjusting. This has contributed to reported shortcomings in
and dissatisfaction with its service. There reportedly was a deterioration in mail
service in the late 1980s — in terms of general consistency and in terms of extreme
situations. Service appears to have recovered somewhat in recent years, however.

The USPS has lost substantial portions of some of its markets to competitors
whose names we know well. Both an effect and a cause of these losses has been
the Postal Service’s ceding of part of its monopoly. Following my presentation,
Bernevia McCalip will provide some details on the evolution of the Federal
Government’s monopoly on letter mail.

The shortcomings in Postal Service performance appear to stem from both
conceptual and operational causes. Conceptually, while the USPS is to operate
on a business-like basis, it also has been given a broad public service mission to
be "abasic and fundamental service provided to the people by the Government...to
bind the Nation together through the personal, educational, literary, and business
correspondence of the people” (P.L. 91-376). Whereas Postal Service competitors
can tailor their capital and labor resources to narrow markets, the Postal Service
has to have a broad infrastructure in order to meet its obligation of universal
service. And whereas private firms set prices based upon their costs (including
return on investment) and competitors’ prices, the Postal Service must take account
of social externalities, equity, and political considerations. The Postal Service
is explicitly required to provide universal service in every class of mail, and is
required through interpretation to provide letter mail service at a uniform price.
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Operational difficulties result partly from the more specific laws governing
USPS operations and dealings with its employees, and partly from shortcomings
in the way both management and rank-and-file workers “run” the organization.
A major impediment to the USPS’ ability to compete is the cumbersome process
for setting prices and introducing new services imposed by the law. The Postal
Service’s multiplicity of services combined with broad, multiple, and conflicting
rate-setting criteria pose difficult challenges to the USPS in pricing its services.
And, for reasons detailed in our report, the Postal Service’s costs are higher than
they might be otherwise.

This country is not alone among nations in having a postal service that has
come under the stress of new technologies and strong competitors in communications
and in parcel delivery. A number of other industrial countries have moved to
improve their postal systems through organizational and other changes. Actually,
the United States was among the first of the industrial countries to reorganize
its postal system.

A number of types of options are possible to "restructure” our postal system
anew to deal with the perceived problems. As it has in other cases of agencies
providing services to the public or specific sectors of the economy, Congress could
custom-design a modified or new postal entity to suit its particular objectives.
Fred Kaiser will discuss the generic types of alternative institutional arrangements
that might be considered. Carolyn Merck then will discuss a few issues related
to postal workforce benefits that might have to be addressed in a transition from
the present to a reshaped postal structure.

Actual options proposed by a number of observers and mailing industry
representatives range from modest modifications of USPS governing laws and
t structure to complete “privatization" of the USPS and total deregulation

of postal markets.

The report analyzes how well four hypothetical alternative structures that
vary in terms of departure from the present Postal Service would do the job of
providing mail service to the Nation, and what their effects on postal markets
might be, including how competitors might respond. The hypothetical alternatives
are based mainly upon actual proposals in the public arena; their "design" largely
ignores the fine points of the legal form of the structure. (Key aspects of the
operating framework of the system probably are much more important factors
than the legal form of the organization in determining how the structure would
do the job of providing mail service.)

Our analysis finds that, roughly speaking, as one moves away from the present
system, the altered entity would be able to operate more efficiently and compete
better. (In the present "system,"” we include the present conceptual and operational
rules as well as the structure.) At the same time, in moving toward a totally
deregulated and less integrated system, the character of mail service probably
would tend to move away from the present levels of universality, regularity, and
uniformity (including price in the case of first-class mail).
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The question of what combination of organizational, institutional, and mail
service attributes would be bdest ultimately is an issue for political resolution.
CRS assumes neither that Government should nor that it should not be involved
in providing postal service. Furthermore, the CRS analysis of possible alternatives
to the present system does not indicate our belief that change necessarily is
advisable.
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Bernevia McCalip, Analyst in Business and Government Relations,
Economics Division

Since 1792, the U.S. mail monopoly has undergone numerous changes and
now applies to "letter-mail” only.

Controversy over the mail monopoly began when the framers departed from
the English precedent of a totally monopolistic approach to government-run postal
service. This raised questions about whether they really intended to establish
a postal system as a Federal monopoly. Nevertheless, the first of the mail monopoly
laws, referred to as the Private Express Statutes, was passed. The initial legislation
prohibited the private carriage of "letters and packets,” but exempted newspapers.

By 1845, private express companies had proliferated and violations of the
Private Express Statutes were rampant. To curb these acts, Congress made it
unlawful to establish any "private express” for the conveyance of "letters, packets,
or packages of letters, or other mailable matter,” but exempted newspapers,
magazines, pamphlets, and periodicals. In response to complaints from businessmen
and merchants, another Federal law was eflacted permitting private carriage of
mail if postage was prepaid and lett;um dated and sealed.

The last major changes in the mail monopoly occurred administratively in
1978 and 1986. In 1978, the Postal Service exempted "extremely urgent letters"
that met either a "time of delivery" or "price" test. In 1986, private mail companies
were allowed to provide international mail delivery through a service called "Remail."
The Postal Service retains, however, exclusive use of mail boxes.

Despite the erosion of the mail monopoly over the past century, letter-mail
presently generates more than 60 percent of the Postal Service’s revenue. Due
to the large volume of first and third class mail, the Postal Service still holds
considerable clout in the mail marketplace. However, the future viability of the
mail monopoly is considerably blurred by the increasing use of electronic messaging
and advances in telecommunications.

Now I would like to turn to Fred Kaiser, who will discuss alternative types
of structures that might be considered for the Postal Service.
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Frederick M. Kaiser, Specialist in American National Government,
Government Division

Mr. Chairman and Subcommittee Members, thank you for the invitation to
comment on this consideration of the restructuring of the United States postal
system. My focus is on the conceptualization of alternative structures. It emphasizes
some of the major types of institutional, organizational, and structural options
available to change the postal system. These range from far-reaching, comprehensive
privatization proposals, such as creating a private corporation, to modest adjustments
within an organization. While it is possible to combine some of the options, others
are incompatible with one another. That is because these are based on different
and even competing assumptions, objectives, and values.

Privatization Concepts and Options

Privatization has gained recent prominence as a means of cutting government
spending, eliminating operational inefficiencies, improving performance in providing
goods and services, and reducing the role of government in society. Some
privatization initiatives, however, have been criticized for not delivering on their
promises, on the one hand, or going too far, on the other. Questions have been
raised, moreover, about several key matters: what particular activity or function
should be privatized (i.e., "commercial" activities but not "core" functions of
government); which government office should implement the effort (i.e., the agency
itself or another office with, perhaps, more experience or expertise in field); and
how should costs, prices, and payments be determined.

Privatization is subject to different interpretations but is usually viewed as
covering a wide and varied range of actions. Four broad types have the most
relevance as alternative structures for a postal system.

1. Contracting Out. The most frequent and probably the oldest form of
privatization is contracting out—a government’s practice of entering into
contracts with private businesses, firms, organizations, and individuals to
perform a specific task or provide a good or service.

2. Divestment or Divestiture. The clearest type of privatization is divestment,
sometimes referred to as divestiture, i.e., the sale or transfer of a government
agency, corporation, service, or asset to private ownership.

3. Franchising. Through this method, the government awards a private operator

. the right to sell a certain product or provide a service to the public, often
through concessions or lease arrangements. Usually, a fee is paid to the
government for this right.
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Displacement. Under this approach, the government relinquishes its control
over a good, service, activity, or even function, by default, withdrawal, or
deregulation. Such displacement may be limited to a narrow range of goods
or services, resulting in selective "load shedding.”" Displacement may also
be extensive, encompassing a wide range of interrelated services and activities,
or even complete, if the government ends responsibility for a function or
terminates the mission of an agency.

Management Restructuring Options

Many other varied options to restructure the U.S. Postal Service, with a focus

on agency management, also exist. Their objectives are to: improve internal
management controls and capacity building, eliminate or modify competing objectives
and support cost-savings goals, reduce outside interference with internal managerial
decisions, or, alternatively, enhance management guidance from relevant outside
entities. Prominent among the wide range of management restructuring options
are the following:

1.

Centralize all management powers in the head of the operation and chief
executive officer, i.e., the Postmaster General.

Grant the Postmaster General or Board of Governors greater authority and
flexibility over the workforce and workplace matters.

Redefine the powers and reduce the staff of the Postal Rate Commission,
in so far as they might intrude on the management decisions of the USPS.

Place the Postal Service under the Government Corporation Control Act.

Create a single-head agency, along the lines of other independent agencies
within the executive, such as the Environmental Protection Agency.

Increase management controls or guidance by the Office of Management and
Budget over the corporation.

Place the Postal Service under the 1990 Chief Financial Officers Act and
ensure its compliance with the 1994 Government Management Reform Act,
both of which are intended to improve financial management practices.

Insist on compliance by the Postal Serﬁce with the goals and objectives of
the Government Performance and Results Act of 1993.

Follow up regularly and meaningfully on the findings and recommendations
of the Inspector General, who is also the Chief Postal Inspector. Increase
the status of the IG, by making the post a presidential appointment subject
toSenate confirmation. Separate postal inspection operations from the other
traditional IG activities that combat waste, fraud, and abuse.
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Carolyn L. Merck, Specialist in Social Legislation
Education and Public Welfare Division

Good morning Mr. Chairman and members of the Subcommittee. I will address
some issues concerning what changing the relationship of the Postal Service to
the Federal Government could mean with regard to postal employee benefits,
particularly health insurance and retirement. As long as postal workers are defined
as Federal employees, they have access to Federal employee health insurance and
retirement coverage. This access would cease if postal workers lose their Federal
jobs or if postal employment were redefined or redesigned as non-Federal.

Health Insurance

Postal workers currently participate in the Federal Employees’ Health Benefits
Program (FEHBP), although, unlike other Federal workers, their share of the
cost of the insurance premiums is collectively bargained, and they currently pay
a lower share of the premiums than other Federal workers. Presumably, under
any change in the status of the Postal Service, postal workers would be offered
health insurance, although they could be excluded from the FEHBP if they are
no longer Federal employees.

Retirement

Should there be a change in the status of the Postal Service, the most difficult
issues the Congress would face with regard to postal employee benefits pertain
to retirement. Postal workers participate in the Federal civil service retirement
programs under the same terms and conditions as non-postal Federal workers.
Under Postal Service redesign options that would shrink the number of postal
workers due to assumption by private enterprise of certain services, some postal
workers might lose their jobs and hence would no longer be entitled to Federal
retirement system coverage.

Alternatively, if the entire Postal Service were converted into a non-Federal
entity in which the employees retained their jobs but were no longer defined as
Federal personnel, they would lose Federal retirement coverage just as if they
had lost their jobs. Workers with at least 5 years of Federal service would continue
to be vested in the benefits earned as of the termination of their Federal status,
but they would receive no credit toward their Federal pension after that time
and would be eligible only for a deferred Federal pension starting at age 62, a
pension that could lose significant value during the intervening years. Asaresult,
there would probably be considerable pressure for Congress to intervene to protect
the retirement benefits of postal workers who make the transition from Federal
to non-Federal status. However, there are no rules and limited precedents for
such a situation. In those rare instances in which a Federal entity has been de-
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federalized, Congress has made different pension arrangements. If Congress were
to cover all postal workers under a new retirement system, or if Congress were
to permit Federal postal service to be credited to a non-Federal retirement plan,
complex issues would need to be addressed regarding how vested benefits and
service credits under the old system would be treated and financed.

Thank you, Mr. Chairman. This concludes our prepared statements. We
will be glad to address your questions.
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Memorandum January 31, 1996

TO : Honorable John M. McHugh, Chairman
Subcommittee on the Postal Service
House Committee on Government Reform and Oversight
Attention: Dan Blair

FROM : Bernard A. Gelb, Specialist in Industry Ex

SUBJECT : Questions for the record of the Subcommittee hearing on
possible reform of the Postal Service.

This memorandum and the attached materials respond to your letter
of November 27, 1995, which requests 8 to 10 questions to supp) t
the record of the hearing held on November 165, 1995. For ease of
understanding our resp , the memorandum repeats the questions. In
some cases, the responses refer to the CRS report requested by you and
released at the hearing.!

Please note that a number of CRS analysts have contributed to this
memorandum. In alphabetical order, they are: Amy Abel, Environment and
Natural Resources Policy Division; Bernard A. Gelb, Economies Division;
Linda Levine, Economics Division; Bernevia M. McCalip, Economics Division;
Carolyn L. Merck, Education and Public Welfare Division; Robert D. Poling,
American Law Division; and Vince Treacy, American Law Division. The
authors are identified with their responses. We trust that the following is
responsive to your inquiry.

QUESTION #1°

Longstanding labor relations problems persist on the workroom floor
of the Postal Service. Literature on the subject suggests that a unionized
organization can make llttle progress in remventlng the orgtmutxon or
changing its culture if r 1t and labor 1 are
adversarial.

! U8, Library of Congrees. Congreesional Research Service. Mail Service in the United States:
Exploring Options for Improvement. CRS Report 85-1105 E, coordinated by Bernard A. Gelb.
‘Washington, November 13, 1995. 78 p.

2 Vince Treacy, Legislative A prepared the response to both parts of this queetion.
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A. To what extent has the Postal Reorganization Act’s mandates on
postal labor relations created challenges for improving labor-management
relations in the Postal Service?

Response to A

Postal labor relations should be viewed in historical perspective.®
Postal employees engaged in extensive organizing from 1880 to 1900. From
their earliest days, postal unions concentrated on achieving their goals by
securing favorable legislation from Congress. In 1902, President Theodore
Roosevelt issued a "gag order” to prohibit all employees of the executive
departments from seeking to influence legisiation in their behalf, either
individually or through associations, except through the heads of
departments.

After a long struggle, Congress repealed the gag order by means of the
Lloyd-LaFollette Act of 1912, and recognized the right of postal employees
to organize unions and to affiliate with outside organizations. The Lloyd-
LaFollette Act was the primary statutory provision for postal labor relations
until 1970. During those years, the Post Office continued to operate as a
government agency, with the Postmaster General in the President’s Cabinet.
Collective bargaining, however, was limited to subjects not covered by law.
Since the major topics of wages and hours were governed by statute, postal
union efforts were concentrated on lobbying Congress for better pay and
working conditions. In 1961, President Kennedy’s executive order revamped
Federal labor relations, and President Nixon set forth more reforms under
E.O. 11491 in 1969. Neither of these Orders permitted bargaining over
wages.

An accumulation of wage grievances and other labor-management
problems triggered the major national postal strike of March 1970. The
strike forced a reappraisal of the entire Post Office situation at the highest
levels of authority. After postal operations were restored, negotiators
hammered out a Memorandum of Agreement that formed the basis of
statutory reform. The Postal Service was established as an independent
establishment by the Postal Reorganization Act, and collective bargaining
was instituted for determining all wages, hours, and other terms and
conditions of employment under the Nationa! Labor Relations Act.

The policy of the Postal Reorganization Act was to provide tenured
management free of political considerations. Postal operations were
substantially removed from congressional and presidential control, with
performance, not politics, to determine tenure.

3 See Nesbitt, Murray B. Labor Relations in the Federal Government Service. Washington,
Bureau of National Affairs, 1976. 545 p.

4 37 Stat. 555.



The strike was prohibited. In lieu of strikes and lockouts, Congress
mandated binding interest arbitration to resolve impasses in collective
bargaining. From the perspective of 25 years of bargaining history, the
Postal Reorganization Act has succeeded in several major respects:

* Wages, hours, and working conditions have been eliminated as a
matter of congressional concern, and are now covered by comprehensive
collective bargaining agreements.

* There have been no major postal strikes in the 25 year history of
the Act. All outstanding issues have been resolved at the table, or through
binding interest arbitration.

* As noted in the CRS report, the Postal Service achieved financial
self-sufficiency by 1985, and has operated without subsidies since then, while
the price of first-class postage, corrected for inflation, has been stable.

B. How can Congress encourage and assist postal management and
unions to address these problems?

Response to B

It is clear that labor relations could be better. The key question is
how to achieve this goal. To begin with, Congress has adopted a settled
hands-off policy for almost all private sector labor disputes, and has showed
little desire to abandon this policy. Whether Congress would make an
exception for postal labor relations is open to question. Moreover, it does not
appear that Congress wants to get involved all over again in the day-to-day
operations of the postal system.

1t has been suggested that there would be far greater urgency to
postal collective bargaining if the parties conferred under the threat of a
strike or lockout. On the other hand, the potential damage from a national
postal strike would be immeasurable. Congress does not seem ready to revisit
the question of the right of postal employees to strike. If the ban on striking
is continued, then the substitute for the strike, in some form of compulsory
interest arbitration, must also continue, although the current format of that
arbitration could be streamlined.

Postal management and some Postal Service observers often suggest
that interest arbitration leads to costly settlements that favor the union, and
that management might fare better if the unions were required to strike for
higher wages, and if management could respond with private sector tactics,
that is, using supervisory and management workers, contracting out, or
hiring temporary or permanent replacements.

The notion that granting the right to strike to postal unions would
strengthen the hand of management in labor bargaining is very questionable.
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It would be far more likely to strengthen the unions by increasing their
bargaining power and by escalating their demands. The Postal Service could
attempt to operate through a strike, but the President or Congress would
probably have to intervene quickly to prevent permanent economic damage.

In general, the historical record leads to several conclusions. First,
the unions are likely here to stay in postal labor relations. Second, collective
bargaining does, in fact, limit postal management’s discretion in
implementing changes, just as it does in any unionized enterprise. Third,
both employees and management have a crucial stake in increasing
productivity in postal operation through increased capital investment,
improved employee training, and better management skills. Fourth, Congress
has consistently treated postal labor relations on an equal footing with all
competing private sector enterprises. Fifth, the basic policy in the private
sector has been for the Federal Government to keep its hands off the
bargaining process, and to restrict its control to setting the ground rules and
resolving disputes over those rules; the Government requires the parties to
come to the table, but does not dictate the result reached at that table.

Therefore, it is up to the parties to come up with ways to expedite
change within the existing collective bargaining system. There are at least
two avenues for improvement: (1) improved communications and (2) reform
of the interest arbitration system.

(1) One approach is to bring the parties to a new table for frank and
candid discussions outside the regular contract bargaining process. Congress
could establish a permanent Presidential Commission on postal labor
relations, composed of representatives of labor, management, and the public.
The existing Postal Service Advisory Council, established by section 2(a) of
the Postal Reorganization Act,® might then be abolished. The Advisory
Council lacks independence, because it is chaired by the Postmaster General
and supported by the Postal Service. The Advisory Council has four labor
union representatives, four management representatives, and four
representatives of major mail users, but only three representatives of the
public at large. Its mandate, which includes "all aspects of postal operations,”
is broad and unfocused.

If a Presidential Postal Labor Commission carried the prestige of a
White House agency with a national agenda, it might help it to accomplish its
mission. For the same reason, such a commission should be chaired by a
senior, neutral public official nominated by the President. The Commission
could be independent of the Postal Service, and could receive administrative
support from the Federal Mediation and Conciliation Service to ensure its
neutrality.

5 39 U.S.C. § 206(a).
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The mission of the Commission would be to make recommendations to
the Postal Service for improvement of labor-management relations in all
respects. The Commission could report annually to the President and
Congress on its recommendations for necessary legislative changes.

The effort would be to improve labor relations by mutual exchange of
views outside the confrontational atmosphere of collective bargaining and
grievance resolution. The Commission would focus on the labor-management

process and seek innovative ways for the parties to resolve disputes and
facilitate agreement.

(2) Given the unique role of interest arbitration in Postal Service
labor relations, reform of the arbitration process might be considered. When
it enacted the Postal Reorganization Act, Congress in effect delegated its
former legislative responsibilities to the parties in the collective bargaining
process, and, when they could not agree, ultimately to the arbitrators. The
arbitrators, however, do not have the usual statutory standards to guide
them in the exercise of this delegated legislative power.

Congress could enact standards for interest arbitrators to apply in
resolving postal bargaining impasses. It could require arbitrators to heed
comparable wages in competing private sector enterprises as well as
traditional employee concerns, Congress recently enacted similar standards
for public sector interest arbitration in the mass transit industry. Those
standards, set forth in the Appendix at the end of this memorandum, could
serve as a model for postal labor reform.

QUESTION #2

If the Postal Service or parts thereof are privatized, who would be
responsible for paying pension and health benefits?

Response®

As far as future benefits are concerned, it is assumed that the
employing entity issuing the payroll checks would alsc be responsible for
financing and paying pension and health benefits. Responsibility for paying
pensions for past service is more problematic.

When Congress established the U.S. Postal Service (USPS), it detided
that postal employees would continue to be covered by the same retirement
plans applicable to regular Federal employees. All Post Office Department
employees whose service commenced before 1971 were covered by the same
Federal Civil Service Retirement System (CSRS) applicable to all Federal
employees. The cost of CSRS benefits for pre-1971 postal service is paid by

6 Prepared by Carolyn L. Merck, Specialist in Social Legislation.
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the Federal Government. When Congress enacted legislation that placed
workers entering Federal service on or after January 1, 1984, under Social
Security and the Federal Employee Retirement System (FERS), new postal
employees were included.

An important objective of the Congress in establishing the USPS was
that it be totally self-financing. Thus, although the Office of Personnel
Management (OPM) administers the retirement system for the USPS, the law
requires the USPS to reimburse the Government for the cost of retirement
benefits earned by postal workers since 1971. In 1995 the USPS paid the
Federal Government about $5 billion to finance future retirement costs for
current employees and cost-of-living adjustments (COLAs) for current postal
retirees. This amount includes (a) the agency "matching” share of
contributions into the system on behalf of current workers, (b) amortization
payments that finance future pension costs attributable to annual employee
pay raises (amortized over 30 years), and (¢) amortization payments that
finance annual retiree COLAs (amortized over 15 years).

In general, if all postal operations were turned over to nonfederal
entities, and if current postal workers were to loge the right to continue to
participate in the Federal retirement programs, from the time of the
conversion forward, the new employer would be responsible for all employee
compensation, including pay, retirement, and health insurance. Under
current law, USPS workers not eligible to retire when their jobs are
privatized could leave their retirement contributions in CSRS or FERS and,
beginning at age 62, draw a deferred annuity. Administered by OPM,
benefits attributable to pre-1971 service would be paid by the Federal
Government; and post-1971 service benefits would be financed by payments
the USPS has made to the Government.

However, because part of the benefits earned after 1971 is financed
over time through amortization payments, the benefits would not be fully
financed when the privatization takes place. Either the USPS would have to
pay off the remaining scheduled amortization payments in a lump sum
(which would be many billions of dollars), or responsibility for the benefits
could be assumed by the private entity, depending on the reorganization plan
adopted. Alternatively, Congress could authorize the Federal Government to
assume that obligation, as well as the obligation to finance past and future
COLAs for postal retirees.

It is agsumed that, if postal workers were to become private sector
employees, they would be covered by a new retirement plan from which they
would draw benefits based on service with the private entity, under the
eligibility and benefit criteria of that plan, and paid for by that employer.
Thus, when the workers retire from their postal jobs, they might receive two
annuities: one from the Government for their pre-privatized postal
employment, and one from the private firm inheriting the USPS employees.
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QUESTION #3

Could the Federal Government sever its pension commitments for
benefits already earned?

Response’

When Congress established the USPS, it shifted financial
responsibility for retirement benefits earned after 1971 from the Federal
Government to the USPS, but the law obligated the Government to pay
benefits earned before 1971. Presumably, this commitment would not
change. The Government is not committed to pay for the benefits earned

after 1971, however. Those benefits are financed through postal revenues
collected by the USPS.

QUESTION #4

If the Federal Government is to honor its pension commitments, how
could this be accomplished if the Postal Service were "privatized” How much
would the Federal pension obligation be?

Response®

Under current law, the Federal government is committed to pay
annuities to postal workers with pre-1971 service, and the USPS is required
to reimburse the Government for the cost of annuities for service after 1971.
Assuming that, under a partial privatization scheme, the USPS would no
longer be responsible for retirement benefits earned after affected postal jobs
are privatized, the USPS would realize reduced obligations. However, if
USPS revenues were to decline significantly due to privatization of a major
share of postal business, the USPS might not have the revenues necessary to
complete the amortization payments to which it currently is obligated.

If the Congress wanted to "hold harmless” postal employees affected by
privatization, it could enact legislation to provide postal workers with either
(a) an indexed deferred annuity at age 62; or (b) continued coverage under
the Federal retirement system. Under the first option, the value of a
worker’s earned benefits at the time the job is privatized would be protected
from erosion by indexing the annuity to reflect either wage growth or
inflation from the time of separation from the Federal system until age 62.

Under the second option, Congress could entitle private postal
workers to continued coverage under the Federal retirement system.

7 Prepared by Carolyn L. Merck, Specialist in Social Legislation.
8 Prepared by Carolyn L. Merck, Specialist in Social Legislation.
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However, workers participating in the pre-1984 retirement plan are not
covered by Social Security. Unless the law were changed to excuse them
from Social Security, once they are private sector employees, they would be
required to pay into both systems, requiring a combined employee payroll tax
of 13.2%. The cost to the Federal Government of either option depends on
the nature and extent of the privatization scheme adopted.

Alternatively, each worker whose job is privatized could be paid a cash
lump sum equal to the present value of their deferred annuity. This could be
rolled over into an individual retirement account (IRA). While this option
would cost the same as paying deferred annuities, it would have a larger
budget impact in the year the changeover occurred; this is because the
payments would be scored as a one-time outlay in the year paid, rather than
spread over the retiree’s lifetime as monthly annuity payments.

QUESTION #5

Your report addresses the effects of technological changes on the
future growth in mail volume. You quote the recent GAO report on
automation regarding a potential decrease in future mail volumes. However,
you further state that the impact of new technologies on mail diversion could
be overstated and that "(8)uch new services and the additional economic
activity they generate could, themselves, generate additional mail in the
traditional sense."

Please explain this statement. Are you saying that even though the
Postal Service’s market share of communications may decrease, advances in
communications technology will sufficiently increase total communications to
the extent that the Postal Service will still see its overall increase?

Response’

We are saying that even though the Postal Service’s market share of
communications may decrease, advances in communications technology could
sufficiently increase total communications to the extent that the Postal
Service would see its overall (revenues) increase.

The suggestion that the impact of new technologies on diversion of
communication from letter mail to electronic forms could be overstated is
based on the possibility that some factors may not tend to reduce the volume
of letter mail, or mail in general. For example, part of the growth of
electronically transmitted messages may be substituting for person-to-person
telephone calls or in-person transactions, rather than substituting for letter
mail. Moreover, when electronically-transmitted business is transacted (e.g.,
purchases by fax or on-line services), the completion of such transactions

9 Prepared by Bernevia M. McCalip, Analyst in Business and Gov t Relati
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could result in the delivery of products or invoices sent via the mail, as well
as a payment (check) mailed to the seller or credit card company to which the
charge was made.

In addition, in order to reach potential customers, electronic services
often advertise by sending literature through the mail. Consequently, the
impact of new telecommunications technology on the volume of mail could be
positive. For example, "USPS first class mail volume (excluding priority mail
and mailgrams) increased 10 percent between FY1989 and FY 1994, despite
the technological changes and incursions” occurring in communications in
general and letter mail in particular.!

QUESTION #86

Your report states that the cost structure of Postal Service operations
is very labor intensive, with employee pay and benefits accounting for more
than 80 percent of expenses. For Federal Express and the United Parcel

Service, these expenses account for 50 and 60 percent of operating expenses,
respectively.

A. How can the Postal Service bring these costs more in line with
similarly situated businesses and companies?

Response to A'!

The report discusses a few factors that appear to account for the
labor-intensiveness of the Postal Service’s cost structure. (1) Postal Service
employees earn relatively high wages.'? (The response to Part B of this
question addresses the extent to which Postal Service employee benefits may
contribute to higher compensation costs.) (2) Physical capital per employee
in the Postal Service is relatively low.” (3) The Postal Service has more
constraints in managing its workforce compared with its competitors.* For
example, the requirement that the USPS be able to deliver to every address
every day probably tends to make the Postal Service more labor intensive.
To lower employee compensation costs relative to those of similarly situated

10 Mail Service in the United States, p. 24.

11 Prepared by B d A Gelb, Specialist in Industry E ics. and Linda Levine, Speciali
in Labor Economics.

12 Mail Service in the United States, p. 29.
13 Mail Service in the 